MICHIGAN s7,— A R y 
~ Ne i 


A 
YPSILANT| L COLLEGE 
SEPTEMBER 1955 


THE 
ECONOMIC 
JOURNAL 


THE QUARTERLY JOURNAL OF THE ROYAL ECONOMIC SOCIETY 


EDITED BY R. F. HARROD & E. A. G. ROBINSON 
ASSISTED BY R. C. O. MATTHEWS 


OCT 1 1959 


I. ARTICLES 


_ Economic Foundations of Wage Policy J. R. HICKS 
What All is Utility ? M. FRIEDMAN 
: A Rejoinder SIR DENNIS ROBERTSON 
' The Economics of Socialism Reconsidered H. SMITH 
Convertibility and Triangular Trade as Safeguards against Economic Depres- 
sion Cc. M. WRIGHT 
The Concept and Measurement of Foreign Exchange Reserves Ww. M. BROWN 
'“ Product-Elasticities of Substitution ” in International Trade R. J. NICHOLSON 
_ A Rejoinder SIR DONALD MACDOUGALL 
ade Imbalance, Gains from Trade and National Income Change 
V. K. RAMASWAMI 
"Technological Change, the Terms of Trade and Welfare M. C. KEMP 
nes and Supply Functions SIR DENNIS ROBERTSON 
- Mathematical Appendix H. G. JOHNSON 
_ A Second Rejoinder F. J. DE JONG 
4 dustrial Production and Profits in the United Kingdom and the United 
| States E. H. STERN 
Il. REVIEWS (For a List of Books Reviewed see inside cover) 
Mil. NOTES AND MEMORANDA 
Malthus on Public Works P. SRAFFA 
. Hahn on Liquidity Preference B. TEW 
A Rejoinder F. H. HAHN 
wer-developed, Backward or Low Income? B. M. NICULESCU 
: S. J. Buttress E. A. G. R. 
ent Topics 


"IV. RECENT PERIODICALS AND NEW BOOKS 


LONDON: MACMILLAN AND CO. LIMITED 
NEW YORK: THE ST. MARTIN’S PRESS 
PRICE TEN SHILLINGS NET 








REVIEWS 


CARUS-WILSON (E. M.). Medieval Merchant Venturers By E. Miter 
COPEMAN (G.H.). Leaders of British Industry By C. Erickson 
EDEY (H. C.) and PEACOCK (A. T.). National Income and Social Accounting By P. DEANE 
FETTER (F. W.). The Irish Pound 1797-1826 By G. A. Duncan 
FRANKEL (H.). Controls and Subsidies on Agricultural Products and Requisites By C. H. BLAGBURN 
GORIS (H.). Price-determining Factors in American Tobacco Markets By L. R. Kiem 
Internu.’ al Economic Papers, No. 4 By M. H. Doss 
JEFPERYS (J. B.). Retail Trading in Britain 1850-1950 By F. W. Lawe 
KOYCK (L.M.). Distributed Lags and Investment Analysis By L. R. Kiem 
LAUTERBACH (A.). Man, Motives and Money By P. SARGANT FLORENCE 
LEE (W.A.). Thirty Years in Coal, 1917-1947 By A. BEAcHAM 
LOCKWOOD (W. W.). The Economic Development of Japan By L. Tarsuis 
MACRAE (N.). The London Capital Market By H. C. Epey 
MADAN (B. K.) (Ed.). Economic Problems of Underdeveloped Countries in Asia By V. AnsTEY 
MENDELSOHN (R.). Social Security in the British Commonwealth By J. H. Ricuarpson 
Politicheskaya Ekonomia : Uchebnik By A. D. Nove 
ROSTOW (W. W.). The Process of Economic Growth By K. E. Berritt 
SANDERSON (F.H.). Methods of Crop Forecasting By J. WisHART 
THEIL (H.). Linear Aggregation of Economic Relations By P. NEwMANn 
TINTNER (G.). Mathematics and Statistics for Economists By A. D. Roy 


WOOTTON (B.). The Social Foundations of Wage Policy By C. W. Gurmresaup 








PAGE 


537 
534 
526 
536 
531 
523 
513 
516 
523 
529 
533 


519 
539 
528 


521 
522 
527 









































T 


6 





t 





ay 


] 











THE ECONOMIC JOURNAL 


SEPTEMBER 1955 





ECONOMIC FOUNDATIONS OF WAGE POLICY? 


TWENTY-SIX years ago, when the British Association was meeting at Cape 
Town, the President of Section F was Henry Clay, and he took as his subject 
“The Public Regulation of Wages in Great Britain.” 2 I remember, from 
that time, how great a stimulus that paper was to my own thinking, and I 
have not changed my opinion of it. Of the problem of wages, as it then 
stood, Clay gave what I still believe to have been a substantially correct 
analysis. But a tide of events, which set in almost as he spoke, was to bring 
about a great transformation. The revolutions which have occurred in the 
realm of fact, quite as much as those which have occurred in the realm of 
ideas, have presented us with a wages question which looks very different 
from the wages question of 1929. Nevertheless, underlying the differences, 
some of them real differences, some of them seeming, there is a certain con- 
tinuity. I propose, in this paper, to survey some aspects of the develop- 
ments which have occurred, and to attempt an estimation of their signifi- 
cance. I believe that the time has come when it is desirable to make an 
effort to. bring the whole matter back into focus. 

The first thing on which Clay had to remark, from the standpoint of 
1929, was the spread of collective bargaining (and other forms of public 
regulation) from the mere fraction of the wage-earning population (perhaps a 
quarter) which had been covered some twenty years previously, to a point 
where (as he said) ‘‘ we may safely conclude that there are few important 
gaps left in the provision for the settlement of wages by collective bargaining 
in Great Britain.”” But then he went on °: 


“* The precise nature of this change is worth some consideration. It 
was not the introduction for the first time of standardised rates of pay 
in time-work occupations. Even if we leave out of account the con- 
siderable part of the field covered by Trade Unionism at the beginning 
of the century, it is probable that in most districts, in which an occupa- 
tion was followed by considerable numbers, there were customary rates 
commonly recognised, which the majority of employers observed. 
These rates were not so definite and secure as they became when they 
were embodied in a collective agreement; but outside the so-called 
* sweated trades,’ they were a limitation on the freedom of the individual 


} Presidential Address delivered to Section F of the British Association, Bristol, September 1955. 
* Economic Journat, Vol. XX XIX, p. 323. 

* P, 324. 
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employer to vary rates. Immediately, wages were fixed for him rather 
than by him, although ultimately they had to conform to the demand 
for labour, of which he was the channel. Nor was the change a 
universal substitution of collective for individual bargaining about rates, 
In piece-work industries after the change, as before, the vast majority 
of rates were settled by an individual bargain between the workman and 
the employer’s representative. ... The significant and essential change 
was the change in procedure. Wage-rates in any case have to be 
adjusted to changes in the demands for different kinds of labour, 
changes in the purchasing power of money, changes in the general 
prosperity and activity of industry. Before the war, outside the 
organised industries, the adjustment was made by the individual action 
of the employers, who first felt the need; today the process of general 
wage-changes has, we may say, been constitutionalised.”’ 


I have quoted this passage from Clay’s paper because it seems to me to 
describe, with considerable precision, just what it was that had happened, 
It has never been the general rule that wage-rates have been determined 
simply and solely by supply and demand. Even on pure grounds of effici- 
ency, it is desirable that the wage which is offered should be acceptable, 
acceptable both to the worker himself and to those with whom he is to work. 
There has in consequence always been room for wages to be influenced by 
non-economic forces—whether by custom (which, economically speaking, 
means supply and demand of the day before yesterday), or by any other 
principle which affects what the parties to the wage-bargain think to be just 
or right. Economic forces do affect wages, but only when they are strong 
enough to overcome these social forces. Now what happened, as a result of 
the spread of public regulation, was that the social forces grew in strength. 
As Clay put it: 


“* The mere fact of publicity, or organised discussion, invites appeal 
to social and ethical standards of ‘ fair’ and ‘ living ’ wages, to pseudo- 
principles such as the sanctity of pre-war real wages, to the unpopu- 
larity of reducing the rates of wages of the lower paid workers, none of 
which have any bearing on the capacity of industry to pay wages and 
provide employment.” 


The main thing is that the new procedure insulated the wage structure from 
its old exposure to economic pressures, so that it could move—to a con- 
siderable extent—on a course of its own. 

But the economic forces were not abolished by the increased resistance 
which could be offered to them; if they were not allowed to influence the 
determination of wages, they would express themselves in other ways. If 
the actual wage-level drew too far away from the “ equilibrium ” wage-level, 
being (as in fact it would be) above the equilibrium wage-level, the dis- 
crepancy would express itself in a growth of unemployment. And though 
the “‘ social ’’ wage-structure could stand up to a certain amount of unem- 
ployment, there must (so Clay thought) be a limit beyond which it must give. 
Then, after much pain and grief, there would be a return to something 
nearer to an “‘ equilibrium wage.” 
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That is what Clay expected to happen; but, as we know, it is not what did 
happen. Unemployment did increase, as he expected; but though the 
wage-structure yielded a little, on the whole it did not give way. What did 
give was another link in the chain—the Gold Standard. 

In the new world which began after 1931 the problem of wages is bound 
to have a distinctly different character from that which it had in the older 
time. Since 1931, wages questions have been closely associated with 
monetary questions; it is even true that the general level of wages has become 
a monetary question. So long as wages were being determined within a 
given monetary framework, there was some sense in saying that there was an 
“equilibrium wage,” a wage that was in line with the monetary conditions 
that were laid down from outside. But the world we now live in is one in 
which the monetary system has become relatively elastic, so that it can 
accommodate itself to changes in wages, rather than the other way about. 
Instead of actual wages having to adjust themselves to an equilibrium level, 
monetary policy adjusts the equilibrium level of money wages so as to make it 
conform to the actual level.!_ It is hardly an exaggeration to say that instead 
of being on a Gold Standard, we are on a Labour Standard. 

I should like to make it quite clear, before going farther, that I myself 
regard the Labour Standard as an unquestionable benefit. So long as we 
retain it, we are protected against the unemployment that arises from a 
discrepancy between the actual wage-level and the “ equilibrium wage- 
level ’’; and though there are other causes of unemployment than this, it 
has been one of the main causes of unemployment in the past, and it is a 
great gain that this cause of unemployment has been removed. It is not a 
gain which anyone should desire to give up; it is nevertheless not a simple 
matter to find ways by which we can be sure of preserving it. 

For the Labour Standard, in our twenty years’ experience of it, has been 
shown to possess a number of defects, of which some are decidedly dangerous. 
The first set of defects, which merit attention, though they fall rather outside 
my present subject, relate to the international consequences of the new 
arrangements. If the value of the pound is fixed in terms of British labour, 
and the value of the mark is fixed in terms of German labour, the pound- 
mark exchange will not remain steady unless the value of British labour in 
terms of German labour remains steady. But this last is a matter of the real 
economic progress and economic policies of the two countries; it requires 
something more than a monetary arrangement to control it. While the 
Gold Standard was an international standard, the Labour Standard is a 
national standard ; even at its best, it is bound to be a source of difficulty in 
the sphere of international currency relations. But these difficulties are very 
familiar; I need do no more than allude to them in this place. 

Already, in the first years of the Labour Standard, these international 
repercussions were a grave preoccupation; indeed, at that time they were 

1 I do not want to suggest that it does this perfectly; but this is what it is trying todo. The 


problems which arise when demand is extended too far, or not far enough, to maintain the desired 
general level of employment, are of major importance; but they lie outside the scope of this paper. 
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the only consequence of the change which aroused much anxiety. But as 
time has gone on another weakness has been revealed, which (at least for the 
time being) has pushed the international weakness into the background, 
Whereas, under the Gold Standard, the value of the national money in 
terms of the Standard was fixed by the State (and the maintenance, or in a 
few cases the regulation, of this gold value was recognised as a major responsi- 
bility of the State), under the Labour Standard the value of money in terms 
of labour undergoes no deliberate determination. It is a mere by-product 
of the process of wage-fixing ; wage-fixing being sectional, the value of money 
in terms of the standard comes to be determined by impersonal forces, and 
those forces seem to have a strong tendency to pull it one way. 

It is not surprising that this danger took some time to declare itself. In 
the last days of the old system, when the new (fortified) wage structure was 
resisting the monetary pressures that were being exerted upon it, successful 
resistance expressed itself in the form of rigidity. Economic forces were 
pressing wages downwards; social forces held them up. The net effect was 
that the level of money wages held firm. It was very natural for Clay, in 
1929, to think in terms of rigid wages. Over the years 1924-28 (the only 
** normal ” years which were available to him as a basis for generalisation) 
the Bowley index of weekly wage-rates in Great Britain had been rock-like— 
it had never moved by as much as a point. Under the impact of the 
Depression, there was indeed a marked fall in wages (though much less than 
the fall in the cost of living); but it was some time before the relief of that 
pressure led to a rise which went beyond the previous level. As late as 1937, 
the wage-index was within 1% of its 1924-28 figure. Thus the Labour 
Standard started operations with the very natural assumption that the level 
of wages (or the value of money in terms of labour) could, at least in Britain, 
be taken as given. With rigid wages, the problem of the new standard was 
one of external stability; internal stability did not seem to be a problem. 

During the war years the position was, of course, very different; but 
war inflation is no new experience, and the significance of war inflation for 
the future of the Labour Standard did not reveal itself at once. It is only in 
the years since 1945, which have been marked by a continual rise in the 
wage-index, rarely falling short of 4% per annum, that the existence of a 
special problem of the Labour Standard has become apparent. Must we 
conclude, from the experience of the last ten years, that the Labour Standard 
has an inherent inflationary bias? If so, is it much more dangerous than the 
similar biases which have been detected in other monetary systems? These 
are the main questions which I want to discuss in the rest of this paper. 

One further point must be cleared out of the way before I can begin. It 
is possible to argue that the main evil of monetary instability, as it was known 
in past times, was the unemployment which periodically accompanied it; if 
we have to expect an age of monetary instability, but are guaranteed against 
the accompanying unemployment, the expectation can be borne with 
equanimity. There is something in this argument, but the optimism which 
it engenders can be carried too far. A rapid rate of wage-inflation must 
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surely be an evil, if only because of the diversion of effort into fixing and 
re-fixing of wages and hitherto stable prices, effort which might otherwise 
be used for more productive purposes. A very rapid rate of wage-inflation 
could threaten the continuance of the Labour Standard altogether. I 
would, however, admit that there is some rate of wage-inflation which, if 
it can be prevented from accelerating, is by no means intolerable; the 
question is what means exist for keeping it within tolerable limits. 

Let us, then, go back to the labour market, and look at it more closely. 
Granted the labour standard, can we lay down any general principles about 
the ways in which wages are likely to be determined? What are the factors 
making for inflation, and what (if any) are those by which the inflation may 
be neld in check? ‘These are questions which can, I believe, be answered if 
we tackle them in the spirit of Clay’s analysis, though we get no sensible 
answers to them if we persist in treating them as pure problems of economics, 
in a narrow sense. 

The purely economic analysis of collective bargaining, in terms of the 
theory of bilateral monopoly, used to conceive of wage-rates being fixed, on a 
balance of bargaining advantage, between a trade union which sought to 
push wages as high as possible without causing intolerable unemployment, 
and an employers’ association which sought to press wages as low as possible 
without causing a shortage of labour. If one thinks in those terms the pros- 
pects of anything like stable wages, under a Labour Standard, do indeed 
look bleak. For the labour market then becomes a pure case of unstable 
equilibrium. It is not necessary to suppose that each trade union is com- 
pletely safeguarded against the danger of unemployment in its own trade. 
Ifit is laid down that a rise in wages in the A-industry is not to produce any 
general increase in unemployment, that is enough. For effective demand 
(for goods in general) will then have to be expanded somewhat when 
A-wages rise.! But that will increase the bargaining power of the workers in 
other industries, so that if wages in these other industries are determined on 
the same bilateral monopoly principle, they will rise too. But that, under 
the assumptions we are making, will call forth a further increase in effective 
demand, which provides an opportunity for a further rise in the A-industry. 
The only thing which would slow down the general rise in wages would be 
the time taken to negotiate wage-changes; and that, if it was to people’s 
interest to speed it up, could presumably be speeded up. 

Now I would quite admit that there are some occasions on which the 
actual process of wage-fixing takes a form which is not far away from that 
implied in this model; but I find it hard to believe that it has any general 
validity. We are now learning that the pure theory of monopoly has a very 
limited application to the behaviour of business-men on the markets on 


1 How far this rise in demand comes about naturally (if monetary and fiscal policy does not 
prevent it), or how far deliberate intervention is needed to piocure it, is a question that I do not 
have to raise in this paper. It will be simpler to talk as if ‘‘ steps have to be taken ” to procure the 
increase in demand ; but by using such expressions I do not mean to prejudge the question whether 
these steps are of a positive or negative character. 
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which they sell their products; it is even less likely that it has much applica. 
tion to the labour market—on either side. We get a better clue to actual 
behaviour if we think of wages as being determined by an interplay between 
social and economic factors, instead of being based on econcmic factors—and 
crude economic factors at that—alone. As we have seen, this was true to a 
considerable extent under the old conditions. It is still more likely to be 
true under the Labour Standard, when everyone is bound to have some 
realisation that the number of shillings in the pay packet are not the thing 
that really matters. Money wages are not demanded for their own sake, 
but as a means towards something else. 

The only exception to this rule which I can think of, and it is a very 
partial exception, is that a wage claim may sometimes be made on the 
basis of comparison with what the wage of that class of labour has been in the 
past. It certainly was true, in the old days, that a wage-cut would be 
followed, at the first opportunity, by a demand for a restoration of the wage 
to its former level. But with the increased strength of the unions, under the 
Labour Standard, all that is left of this point is the general resistance to any 
cuts in previously agreed wage-rates, which is one of the principles on which 
the new wage-system seems to proceed. It is true that if wages can go up, 
but cannot go down, that is enough in itself to give the system an inflationary 
bias; it does not, however, follow that the bias will be so strong as to be 
unmanageable. 

Otherwise, if we think of the grounds on which cases are made for a rise 
in the wages of any section of labour, the mere money value of the wages 
received has nothing to do with them. Wage disputes are not concerned 
with money wages; they are concerned with the relations of money wages to 
the money values of other things. But the things with which comparison is 
made differ from one wage-dispute to another; it will be useful to classify 
them under three heads. Ofcourse, it may often happen that more than one 
sort of comparison is playing a part in some particular claim; nevertheless, 
the distinction between them is readily recognisable in practice. And the 
economic significance of claims on one ground or another is decidedly 
different.1 

The three things with which comparison is most naturally made are: (1) 
the prices of the things labour buys—the cost of living; (2) the wages of 
other workers—differentials; (3) the profits earned by the employer. I 
propose to discuss these three comparisons rather separately, but in each 
case from a double point of view. On the one hand, I want to ask about the 
conditions in which wage-claims on the basis of each comparison are most 
likely to be pressed—a question which, if we can answer it, may throw some 
light upon the probable extent of wage-inflation in the future; on the other 


1 I should like to emphasise that the classification I am making does not merely refer to the 
grounds on which claims are put forward by the Unions; the same motives play a part in 
determining the attitude taken by employers to the claims which the Unions make. Doubtless it 
is true that supply-and-demand considerations have more influence on employers than they have 
on the Unions; but it is impossible to make sense of what happens unless one admits that the same 
general principles of equity in wage-determination are accepted, in a large measure, by both sides. 
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hand, I want to say something about the attitude which other members 
of society should take towards wage-claims made on one basis or another, 
with special reference to the economic arguments by which that attitude may 
be (or perhaps I may dare to say should be) affected. 

The first of my three heads is the cost of living. The ratio of wages to 
the cost of living is what the economist calls real wages; the desirability of 
having real wages as high as possible, consistently with high employment, is a 
social objective which he is inclined to take for granted. Nevertheless, it is 
clear that wage-claims are not ordinarily made on the mere ground that the 
workers would like to have higher real wages; rises in real wages do for the 
most part come about in fact as a consequence of rises in productivity 
(either at home or abroad) without wage policy playing, at bottom, any 
more than a passive part in the process. When the cost-of-living motive 
does become important, in relation to wage-claims, is when extraneous 
factors are tending to produce a rise in the cost-of-living relatively to wages— 
or what comes to the same thing, a fall in real wages. It is in such circum- 
stances that the cost-of-living motive takes the lead, and becomes, under the 
Labour Standard, an independent force making for inflation. 

But in a modern economy, what has normally to be expected is rising 
productivity; and rising productivity, combined with constant money 
wages, means falling prices. So long as this tendency remains dominant, 
there is no need for there to be any pressure for rising money wages on account 
of the cost-of-living. The cost-of-living appears as an independent cause of 
wage inflation only at times when the normal course of economic progress is 
interrupted ; its appearance is a symptom that something more fundamental 
is going, or has gone, wrong. ‘Thus it is, of course, a major issue in war- 
time; it is also important whenever the march of rising real wages suffers a 
setback, due (for instance) to some change, adverse to this country, in our 
economic relations with the world outside. The novelty of the Labour 
Standard is that in the latter case, as well as the former, the cost-of-living 
motive becomes a source of inflationary pressure. In this respect the lessons 
of the Korean episode were perhaps more significant than those of the war 
with Hitler. 

The only anti-inflationary measures which are available, under the 
Labour Standard, to deal with such situations are price-control and, if 
necessary, rationing; it is one of the costs of the Labour Standard that these 
measures require to be introduced in order to deal with slighter and more 
temporary falls in real wages than would previously have required such 
drastic treatment. Further, though this is the only way out, it is difficult to 
make it wholly effective; if it is not wholly effective, it brings other troubles 
with it. 

Suppose, for instance, that some external event (say an adverse movement 
of the terms of trade) makes it necessary to reduce consumption by a small 
percentage. If the reduction could take place by a rise in prices, without 
wages rising, prices would fall again when the shortage was over, and con- 
sumption would recover without further action. Alternatively, if the rise 
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in wages could be wholly prevented by control over prices, the reduction in 
consumption (which cannot be avoided) would be brought about by an 
excess of demand over supply; supplies would recover when the shortage 
was over, and the controls could be lifted forthwith. But if the controls do 
not wholly prevent the rise in wages, or are introduced too late to have that 
effect, there may be an apparent rise in real wages amid the shortage; though 
consumption has to be diminished, the ratio of the money wage to the con- 
trolled price-level rises. In this case a mere recovery of supplies to their old 
level will not immediately enable the controls to be lifted without a renewal 
of inflation. For though the old real wage could be re-established, the 
apparent real wage (in the sense of the ratio of wages to prices) cannot be 
made effective on a free market until productivity has risen further. [ 
think one can detect an element of this story in our own recent experience. 
It is one of the drawbacks of using controls to meet a temporary emergency 
that a “‘ phoney ” relation of wages to prices can be established under the 
shelter of the controls, a relation which does not truly measure the real gains 
of labour; yet it is this “‘ phoney ”’ relation which is sought to be maintained, 
in place of a maintenance of the real standard of living, when the controls 
are removed. 

I turn to my second heading—relative wages in the narrower sense, the 
relation of one wage to another. If we have to take it for granted that it is 
hardly possible, under the Labour Standard, for the money wages of any 
group of workers to be reduced, it follows that troubles about wage differen- 
tials can themselves be a cause of inflation. In the simplest possible terms, 
if A-workers think that their wages should be 10% higher than those of B- 
workers, while B-workers think that their wages should be equal to those of 
A-workers, the satisfaction of the claims of one party must necessarily give 
rise to claims by the other. If both sets of workers are employed in the same 
industry, a series of concessions to such claims may push the costs of this 
industry right out of line with those of other industries; then, even under a 
Labour Standard, the industry will find itself in difficulties. But if troubles 
about differentials become widespread, this brake on the wage-rise may 
disappear. The increase in effective demand, which has to be induced in 
order to prevent the first wage-rise from causing unemployment, facilitates 
wage-increases elsewhere. The industries which have been left behind in 
the advance then become sensitive in their turn, both because of the inter- 
industry differentials which have come into existence through the sectional 
advance and because of the rising cost of living. It accordingly appears, 
without going farther, that though wage-differentials can give rise to a certain 
amount of soreness without causing more than localised trouble, they must, 
on the whole, be moderately acceptable if they are not, under a Labour 
Standard, to be themselves a source of inflation. 

But how can wage-differentials be acceptable? To those who feel the 
ethical urge to equality as a guiding impulse, the clearest thing about wage- 
differentials is that they ought always if possible to be reduced. Such senti- 
ments have lately been expressed with cogency by Mrs. Wootton, the title of 
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whose book ? I have deliberately echoed in the title of this paper. Never- 
theless, one can appeal to Mrs. Wootton herself for a demonstration that 
these sentiments, though they are without doubt one of the “‘ social ”’ forces 
at work on the wage-structure, are in practice overlaid by other “‘ social ”’ 
forces which work in the opposite direction. In practice, differentials do 
tend to be acceptable if they have custom behind them—if they are in 
accordance with what the people who suffer from them, as well as those who 
gain from them, have come to expect. ‘Thus in conditions when the level of 
money wages is, broadly speaking, stationary, the purely egalitarian urge to 
raise the wages of the lower-paid workers relatively to others is not often in 
practice very strong. It is true that egalitarian sentiments have more power 
when wages are changing. Especially if the impetus to a wage-rise is 
derived from the cost-of-living motive, it is recognised that a fall in real 
wages is a more serious matter for the lower-wage than for the higher-wage 
groups; the former have a stronger case for a cost-of-living bonus than the 
latter. In such circumstances wage-differentials do tend to narrow: some- 
times actually in money terms, but more often by giving both groups the 
same rise in money terms, in spite of the difference in the wages from which 
they began. This has in fact the effect of diminishing the real advantage of 
the better paid, in view of the higher price-level. 

Thus, if one looks entirely at these ‘ social’’ forces, custom is the static and 
equality the dynamic element; time, especially when aided by inflation, 
might be expected to iron all differentials flat. Certainly there is a tendency 
in that direction; but how far it can go depends upon the economic obstacles 
which may lie in its path. There are economic factors to be taken into 
account, though the precise way in which they can operate under a Labour 
Standard needs some consideration. 

Let us begin from a state of all-round full employment of labour, in which 
there is yet no “‘ over-employment’”’; the demand for labour equals the 
supply in all trades. Now suppose that wage-rates, in some particular 
trade, are raised to such an extent as would cause a substantial reduction in 
employment in that trade, if there were no expansion of demand in general. 
If, however,.demand is expanded, the appearance of unemployment may 
be prevented. But the expansion of demand will have to take a particular 
form (involving special protection for the high-wage industry) if its diffi- 
culties are thereby to be overcome. Otherwise, though the demand for its 
products will indeed be expanded (so that employment of the high-wage 
labour will fall less than it would have fallen if the expansion had not 
occurred ), the demand for other products will be expanded at the same time. 
Among the labour producing these products we have assumed that there is 
no unemployment. A moderate increase in demand will accordingly pro- 
duce a situation in which there is some fall in employment in the A-trade (as 
we may call it) combined with an excess of demand over supply (involving 
unfilled vacancies) in other (B) trades. There are now two cases, according 


1 The Social Foundations of Wage Policy. 
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as the workers who are unable to get employment in the A-trade can, or 
cannot, step into the vacancies which have appeared elsewhere. If they can, 
there will be no net unemployment as a result of the change in relative wages: 
all that will have happened is a transfer of labour from A to B. But if there 
are difficulties in the way of the transfer, it may be necessary to create a 
severe shortage of labour in the B-trades before the labour displaced from 
the A-trade can be absorbed. The maintenance of full employment then 
implies the creation of severe labour shortages. 

But let us take the milder case first. It is highly probable that the 
situation implied in this case is no novelty. If the workers in skilled trades, 
by the use of bargaining power, push their wages to an unnecessarily high 
level, they limit the scope for employment in those trades, but they do not 
necessarily cause any labour to be unemployed; all that happens is that some 
people, who might have got employment in those trades, have to seek it else- 
where. This sort of thing could occur under the old conditions, and it can 
still occur under a Labour Standard. Differentials which owe their origin 
to no better cause than this can last a long time, and become hallowed by 
custom. And differentials which did once have an economic function, but 
are maintained by custom after they have lost it, fall from the economic 
point of view into a similar category. 

It is obviously probable that the wage-structure, at any particular time, 
will contain many “ unnecessary’ or ‘‘ uneconomic’ differentials of this 
type; but their identification can never be a simple matter. The test which 
the economist would be inclined to use, whether or not a reduction in wages 
would increase employment and output in the trade affected, is not easy to 
use, nor is it in all cases quite conclusive. It is true, if this test is satisfied, 
that the additional employment is a clear gain to the workers who move (for 
they need not move unless they think it is to their advantage to do so); 
while the consequential increase in output is a clear gain to the consumers 
who take the additional units (for they need not take them unless they con- 
ceive themselves to gain by so doing). It is true that these shifts are clear 
gains, while the loss to the workers who were previously employed (and 
whose wages are reduced) is in some sense “ balanced ”’ by a reduction in 
cost which is a gain to other parties. But though these principles may be 
accepted, some weight can nevertheless be given to the counter-contention 
that the lowering of (relative) wages may lower standards of skill and crafts- 
manship, in such a way as to wipe out in the longer run much or all of the 
short-run gain. ‘Those concerned have a strong interest to make as much as 
they can of this counter-argument; we can recognise that, and still admit 
that there are cases in which it does have a certain validity. 

It does nevertheless seem clear, in the light of this analysis, that actual 
differentials are always, to a considerable extent, historically determined; 
their correspondence with those which would ensure maximum efficiency in 
the distribution of labour cannot be expected to be very close. It follows 
that the “‘ squeezing ”’ of differentials (which we have seen to be a feature of 
cost-of-living inflation) has some economic as well as social function. It 
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squeezes out differentials which have become fossilised; in doing so, it 
serves the cause of efficiency as well as that of distributive justice. 

All the same, the fact that it does so is really no more than an accident. 
Since it is not itself impelled by any motive of economic efficiency, it can 
easily go too far. If it overshoots the mark, and reduces differentials below 
the amounts which are economically justified, we get a new problem, which 
is in fact a problem of the second case which I left over a little while back, 
and to which I must now turn. 

If the differential between skilled and less skilled is fixed too lc~v, so that 
it is the relatively low-wage labour which is overvalued, an intensity of de- 
mand which is sufficient to maintain full employment among skilled workers 
will be insufficient for the full employment of the less skilled; an intensity 
which is sufficient to employ the less skilled will cause a shortage of labour in 
the skilled trades. An intensity which is between these two limits will leave 
some unemployment among the less skilled, and some unfilled vacancies 
among the skilled; but the less skilled will not be able to move over to fill 
these vacancies. Those who are unemployed are unlikely to be suitable to 
fill the vacancies, even if they are trained; while those who would be suitable 
will not move, because the incentive is insufficient. It is accordingly im- 
possible, if differentials are too narrow, to maintain full employment without 
creating a scarcity of skilled labour. 

Such a scarcity need not be inflationary, but it is only too likely to work 
out in such a way that it will be. For it is necessary, at this point, to dis- 
tinguish between those trades in which the collectively agreed rates have a 
close correspondence with actual earnings, and those in which the agreed 
rates are minima, so that actual earnings can easily move out of line with 
what has been collectively fixed.1 If the skilled trades, whose wages had 
become relatively depressed, were all of the first class, then (so far as I can 
see) the shortage of skilled labour would create inefficiencies, but would not 
lead to any general movement in wages. If, at the other extreme, they 
were all of the second class, it would be impossible to reduce earnings differen- 
tials below the amount which was economically justified. Any attempt to 
do so would merely cause the earnings of the higher-wage group to rise above 
their minima; the market for their labour, under the conditions of scarcity, 
would become a competitive market. In fact, however, we have neither of 
these extreme cases; the actual situation is a mixture of the two, some skilled 
trades belonging to one type, some to the other. The effect of labour 
scarcity must then be a rise in earnings in the “‘ free-wage ”’ trades; but this 
creates a disparity (which is felt to be a disparity) between them and the 
other skilled trades in which wages are “fixed.’’ Conditions thus become 
favourable for a rise in wages in the “‘fixed-wage”’ skilled trades; and sucha 


1 The importance of this point was brought home to me by the studies of Mr. Kenneth Knowles, 
which have appeared in the Bulletin of the Oxford Institute of Statistics from 1951 onwards. (See 
in particular his ‘‘ Structure of Engineering Earnings,”’ Bulletin, September 1954.) But this is not 
the only place in which my reflections have been stimulated by a consideration of the facts which 
Mr. Knowles has so ably brought together. 
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rise, in the circumstances supposed, is not without economic justification. But 
these “‘ fixed ’’ wages are a part of the regular structure of agreed wages; a 
rise in any part of it tends to produce a general tendency to an upward move- 
ment, working through the “ social ”’ links which tie the various parts of the 
structure together. This is the way in which an attachment to “‘ wrong” 
relative wages can be an inflationary element; its inflationary influence 
cannot be removed (consistently with full employment) until people become 
prepared to accept economically reasonable differentials—differentials 
which are sufficient, that is, to ensure that lasting shortages of important 
classes of skilled labour are avoided. 

I would emphasise the word “ lasting.” It does not follow from my 
analysis that a temporary scarcity of some particular kind of skilled labour, 
even if it leads to a sharp increase in the earnings of that trade, out of line 
with those of other comparable trades, need have very far-reaching effects on 
the wage-structure in general. Since it takes time, often a considerable 
time, to select and train additional workers for any specialised trade or 
occupation, it must be expected that the wage (or earnings) which will 
equate supply and demand in the short run, after a rise in demand has taken 
place, will be higher than that which would induce a sufficient supply in 
the long period. This is indeed one of the common ways in which un- 
necessarily high differentials come into existence; wages are pushed up at a 
time of initial scarcity, and they fail to come down at the later stage when 
there has been time for the supply of labour to become more ample. Ideally, 
what should happen in such cases is that the agreed minimum should be kept 
in relation with the long-run supply-price of labour, while the incentive to 
move (only temporarily required) should be given by a temporary rise in 
wages above the minimum. For sufficiently temporary scarcities, one can 
perhaps detect a tendency for the wage-system to be operated in something 
like this manner. It is indeed more in accordance with trade-union prin- 
ciples that negotiated wages should reflect what can be maintained as a 
regular thing over a period than that they should fluctuate up (and, at least 
relatively, down) with every fluctuation of demand and supply on the labour 
market. 

This brings me to my last heading, profits—on which I shall have to be 
brief, and must therefore do much less than justice to the subject. It is 
obvious that when businesses are earning high profits they can be more 
easily brought to concede claims for higher wages; it follows for this reason 
alone that it is in conditions of high profits that claims for higher wages are 
most likely to be made. But under the Labour Standard we have the com- 
plication that profits in general are not compressed by a rise in wages in 
general; thus if it should be the case that the level of profits necessary to 
induce full employment was itself so high as to call forth wage claims auto- 
matically, indefinite wage-inflation would be inevitable from this cause alone. 
But though it is easy to make our flesh creep with this argument, the assump- 
tions on which it is based are not really very convincing. If wages were 
centrally negotiated, between a Grand National Trade Union and a National 
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Employers’ Association, inflation might indeed proceed in this manner for a 
time; but the futility of the proceeding would rapidly become apparent, so 
that the wage-bargain would have to be merged in a treaty which would 
cover far more than the determination of wages. But as things are, both the 
structure of the trade-union movement and the variety of the systems of 
wage-payment that are practised (on the whole for good reasons) in different 
trades make such centralisation exceedingly unlikely. So long as wage- 
bargaining remains sectional, the profit comparison, though it must always 
be an element in the determination of wages, can hardly become so dominant 
as it has been assumed to be in the argument to which I have just been 
alluding. 

Though wage-claims on other grounds are more likely to be pressed in 
conditions of high profits, a direct claim for higher wages on the grounds of 
the profits that are being made by employers is a dangerous claim to make. 
It can so easily be turned the other way up. If it is laid down as a rule that 
wages should go up when profits are high, the consequence, that they should 
not go up (or should even go down) when profits are low, cannot easily be 
resisted. This is a lesson which trade unions have had much opportunity to 
learn in the past; and on the whole their history would suggest that it is a 
lesson which they have learned. Even in conditions of full employment, 
there remain enough industries with relatively low profits to ensure that the 
lesson will not quickly be forgotten. The principle that it is wiser to put 
forward wage-claims on other bases than the profits of the employer is one 
which may be reckoned, for British trade unions at least, as a permanent 
acquisition. It is an acquisition for which (I believe) the economist has 
every reason to be thankful. Not only does it diminish the danger of infla- 
tion; it has also some effect in diminishing the danger of business monopolies 
defending themselves by a de facto collaboration with labour monopolies— 
handing over to their employees a share in their monopoly profits, in order 
to have the help of their employees in defending themselves against potential 
competition. 

In its relation to the present situation of this country, the argument of 
this paper has been intended to be rather optimistic. For it is implied in 
what has been said that the continual rise in money wages since 1945 is not 
a necessary consequence of Full Employment (or of the Labour Standard) ; 
it is sufficiently explicable in terms of factors that are peculiar to the time 
through which we have been passing. Especially over the last four years, 
the main factors pushing up wages have been: (1) the dismantling of the 
controls, with its somewhat “‘ phoney ” effect on the cost of living, and (2) 
the difficulty that has been experienced in the establishment of a new pattern 
of relative rates after the war-time disturbance. But these are difficulties 
which, in the absence of external shocks, we can expect to overcome. A 
condition in which the wage-level has again become relatively stable, so that 
movements in basic rates are exceptional rather than normal, should be 
coming into reach. Even if this expectation is too optimistic, I would still 
contend that it is for this condition that we must strive, and for which we 
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should do our planning. For it can hardly be doubted that any serious 
disturbance to our rate of progress would itself push the level of money wages, 
under conditions of full employment, in an upward direction. If this push 
is superimposed upon a wage-level that is otherwise stable, then (within 
broad limits) it can be borne; but if it is superimposed upon a wage-level 
that is already rising as fast as is tolerable, the additional strain of a more 
rapid rise must be very dangerous. 


NorE 


What is said about differentials in the body of this paper can be filled out 
a bit with the aid ofa diagram. This diagram is of the conventional supply- 
and-demand type, but in order that it should give satisfactory results it must 
be interpreted in a somewhat special manner. In the first place, the wage- 
level which is measured on the vertical axis is the wage-level in the particular 
(skilled) trade under consideration, deflated by an index of wages in com- 
parable occupations; what it shows is the relative wage, in this sense, in the 
occupation we are considering. In the second place, the quantity of labour 
supplied is taken to be measured by the number of workers, having at least a 
certain prescribed efficiency in that trade, who are available for employment 
in it in the circumstances we are going to examine. Thirdly, when we speak 
of the labour supplied at a given wage, we imply that the given wage (the 
relative wage) is expected, so far as such things are expected, to be perma- 
nent; the effects of purely temporary differentials, which are felt to be 
abnormal, would require a different treatment. 

With these understandings, a supply curve of labour to our trade can be 
constructed, but the form of the curve will still depend upon the time allowed 
for adjustment. We may speak of a short-period curve and a long-period 
curve; but it is better to think of a family of curves, varying continuously in 
form as more time is allowed. The shortest of the short-period curves will be 
sharply kinked at the actual number (ON,) who happen to have the required 
capacity just at the moment; it will accordingly follow the course HVS, 
where the stretch VS, is vertical and the stretch HV may be nearly horizontal 
or rise quite gradually—the successive ordinates along HV measuring the 
wages at which successive existing employees would leave the trade, in order 
to seek less skilled but more remunerative employment elsewhere. 

A rather less short-period curve would take the form HTPS,. A wage 
which is between VV, and PWN, will keep existing workers attached to the 
trade, but the supply of labour will nevertheless diminish by normal wastage, 
a wage at this level being insufficient to attract enough labour to fill the gaps. 
Above PN, there will be sufficient recruitment to fill the gaps, both from new 
entrants into employment and (at a suitable level) by transfer from occupa- 
tions with neighbouring skills. On the whole, one would expect this recruit- 
ment to be more rapid, the higher the wage offered; but bottlenecks in 
training facilities will sometimes set a limit on the rate at which new labour 
can be absorbed. The curve HPS, may therefore become vertical after a 
certain point. 
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As more time is allowed, 7 will move to the left, S, to the right, so that 
the ultimate shape of the curve (in the very long period) will approach H’PS3. 
In general, it would seem right to suppose that this long-period curve is 
upward-sloping, like the rest; but if the skill in question is such that almost 
anyone can acquire it if he is willing to undergo the necessary training, the 
upward slope will be very slight. If, on the other hand, the skill cannot be 
successfully aquired unless one possesses the capacity to acquire it, even the 
long-period curve may slope upwards quite steeply. For it is then not merely 
necessary to offer a sufficient wage to induce a sufficient number of suitably 
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gifted persons to enter the trade, as against the competition of other uses of 
these same gifts; it has also be to remembered that such a person will not 
know that he can acquire the skill successfully until he has endeavoured to 
acquire it, so that enough must be offered to make him willing to bear the 
tisk of lack of success. Different people are bound to vary in the importance 
which they set upon such risks, so that this also is a factor making the long- 
period curve slope upwards. 

Let us now start from a position in which the actual supply of qualified 
labour is ON, and the longer-run supply curves are as shown. If the 
demand curve for the labour were DD, and the wage were at P.N,, the existing 
labour would be fully employed, and there would be no tendency for supply 
tovary. If, while demand remained at DD, the wage were pushed above 
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PN,, some of the existing labour would be unable to get employment in this 
trade; and while the wage itself would attract more labour, the attraction 
would be offset by the difficulty of getting employment. Again, if the 
demand curve were at dd, the wage (of the existing labour) could be pushed 
up to Q,N, without causing unemployment; if the labour is unionised, and 
the Union pursues an aggressively monopolistic policy, this is presumably the 
wage which it will try to fix. But neither of these is the case which I want 
primarily to consider. If wages are raised by competition among employers, 
they may well be reluctant to go so far as Q,V,, a wage at which they will 
have to abandon hope of drawing labour from outside, but are reduced to 
poaching from one another. I accordingly suggest that the wage which 
would be established by competition would be more in the nature of Q.N,; 
at this wage there is still a shortage of labour in the very short run, but it isa 
shortage that will be overcome if some more time is allowed. Nevertheless, 
even if the wage is at Q,N,, the time will come when the supply of labour, 
which could be available at that wage, will be greater than the demand for 
it; thus if the wage is fixed at Q,N., the monopolistic situation (of Q,,) will 
in time be repeated, though at a lower wage and a higher supply of labour. 
It is only if the wage is at the long-period equilibrium level Q 3, that there is 
no tendency to monopolistic restriction; but if the wage is fixed at that level, 
and never rises above it, the shortage of labour may persist for a very long 
time. 

What, then, is the economist to recommend? There is a certain sense in 
which the ideal solution is to begin with the short-period equilibrium wage 
and gradually to reduce it to the long-period level. But this would be bound 
to cause trouble in practice, if only because it means cheating the expecta- 
tions of those who will have acquired the skill because the wage was at the 
higher level, and would not have done so if the wage had been lower. It 
does, however, seem that the economist could look with some satisfaction 
upon an arrangement by which basic agreed rates are kept in some relation 
with the differentials that are appropriate in the long period, while short- 
period scarcities are reflected in (no doubt relatively disorderly) bonuses 
above the agreed minima. This is far from being a perfect solution, but the 
problem is in its nature very difficult; it does not look as if it can admit of 
any simple way out. Ifrelative wage-rates are to exercise their full influence 
upon the supply of labour, they ought to be steady and reliable; but steady 
differentials will not exercise a proper effect if demands (and supplies) are 
changing, as they must often be expected to change. 

In an opening page of my Theory of Wages (1932) I committed myself to 
the foolish remark that these problems (of the distribution of labour among 
occupations) are “ one of the easiest parts of wage theory.”’ For this I was 
most properly rebuked by Gerald Shove, in his admirable review of my book 
in the Economic JourNAL. On this, as on several other matters where he 
corrected me, I have come to know better. 


All Souls College, 
Oxford. 


J. R. Hicks 
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WHAT ALL IS UTILITY?! 


“ When J use a word,” Humpty Dumpty said in rather a scornful tone, “‘ it means just what I 
choose it to mean—neither more nor less.” 
“ The question is,” said Alice, “‘ whether you can make words mean so many different things.” 
“ The question is,” said Humpty Dumpty, ‘‘ which is to be master—that’s all.” 
Lewis Carroll, Through the Looking Glass 


In “ Utility and All What?” ? Sir Dennis Robertson examines the 
suggestion that gambling be made consistent with the hypothesis that 
individuals choose among alternatives involving risk as if they sought to 
maximise expected utility by taking the marginal utility of income to in- 
crease for some range of incomes. He then asks whether acceptance of this 
suggestion, as set forth by Savage and me or, in a modified form, by 
Markowitz, “‘ or perhaps some other variation on the same theme... 
[would] dispose of the whole issue? In other words,” he continues, ‘‘ was 
the law of diminishing utility of income the sole obstacle to our accepting 
the principle of maximisation of mathematical expectation of income as an 
all-embracing explanation of representative action, or at least of rational 
action, in the face of uncertainty? I do not believe that it was. Let us 
allow ourselves for the moment to suppose the marginal utility of income to be 
invariable, so that there is no discrepancy between the mathematical expecta- 
tion of income and the mathematical expectation of utility derived therefrom.® 
It seems to me probable that we should still find... Mr.A.. . pre- 
fering the certainty of £75 to an even chance of £50 or £100 and Mr. B 
the reverse... . For this reason, z.e., because they ignore the pleasures or 
pains of uncertainty bearing per se, I am less excited than . . . I should wish 
to be by the additional evidence in favour of cardinalism which has been 
turned out by the N and M and F and S machines.” 4 

Sir Dennis uses the same word when he supposes the marginal utility of 
income to be invariable as we use when we suppose the individual to maximise 

1 I am deeply indebted to Sir Dennis Robertson for correcting in an earlier version of this 
note a serious misunderstanding on my part of his argument and to L. J. Savage for helpful com- 
ments. Need I remind the reader of the distinguished precedent for using the quotation at the head 
of this note (D. H. Robertson, Money, Ch. II) ? 

* Economic JOURNAL, December 1954, pp. 665-78. 

* I am uncertain about the precise meaning of this sentence in two respects. (1) Since mathe- 
matical expectation of income (call this 7) is in units of money, say £s; and mathematical expectation 
ofutility (call this &), in units of utility, these two magnitudes are in general not directly comparable. 
What does it mean to say that there is no discrepancy between some number of pounds and some 
number of utiles? J and the utility of 7 are comparable, or 7 and the sum that has a utility equal 
to @, or the choices that would be made by an individual according as he sought to maximise ] or 
0, but not 7 and D themselves. (2) How interpret “‘ derived therefrom”? It seems at first glance 
to stand for “‘ derived from the mathematical expectation of income,” but this cannot be right 
whether the derived is taken to modify “‘ expectation ” or “ utility”; the utility of a sum equal to 
lisa single number, so there is little point in speaking of its mathematical expectation. For income, 
the mathematical expectation in question is the mathematical expectation of a probability distri- 
bution of income; for utility, it is the mathematical expectation of a corresponding probability 


distribution of utility. “ Economic JouRNAL, December 1954, p. 674. 
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expected utility; but this word means very different things in the two con. 
texts. To us, if Mr. A does prefer the certainty of £75 to an even chance 
of £50 and £100, this can only mean—in accordance with the definition 
of utility incorporated in the expected-utility hypothesis—that the provisional 
assumption of an invariable marginal utility is wrong; for Mr. A, the mar- 
ginal utility of income is diminishing in the neighbourhood of £75. If 
Mr. B does prefer the reverse, then—again according to the definition we 
have agreed to accept as part of the hypothesis—marginal utility must be 
increasing for him. Alternatively, if the marginal utility of income is 
invariable for Mr. A and Mr. B—in the meaning of these terms as we use 
them—then Mr. A and Mr. B will be indifferent between £75 and an even 
chance of £50 and £100. For, within the terms of reference of the expected 
utility hypothesis, utility is nothing else than that quantity the expected 
value of which individuals seek to maximise. There is no outside source of 
information on its behaviour. 

To Sir Dennis, on the other hand, the statement that the marginal utility 
of income is invariable to Mr. A, and the statement that Mr. A prefers the 
certainty of £75 to an even chance of £50 or £100 are apparently two 
independent statements. It is implied that the first statement is, or at any 
rate can be, derived from information other than Mr. A’s choices among 
alternatives involving risk; and that it can then be seen, as a matter of interest, 
whether, when it is so derived, it can be used to predict his choices. It is 
not at all clear to me what the outside source of information on marginal 
utility is, or what evidence Sir Dennis would regard as contradicting his 
provisional assumption that the marginal utility is invariable. What 
seems clear is that utility as he uses it in his hypothetical example is a different 
thing from utility as we use it. 

The tendency exemplified by this passage for tie word utility to stand 
for different things to different people without the difference being recognised 
explicitly accounts for much of the lengthy and unsatisfactory literature on 
the measurability of utility. Utility is used as if its meaning were self- 
evident and did not depend on the context in which and the purpose for 
which it is used, itself, I believe, a reflection of a failure to recognise that a 
concept used in the interpretation of observable phenomena has no meaning 
independently of the operations specified for measuring it. For example, 
“length ” is that property of a thing to which a number is assigned by the 
operation of laying a rule alongside the thing. “Intelligence” is that 
property of a person to which a number is assigned by the operation of 
scoring an “ intelligence test.’ “ Utility ” is that property of a thing for a 
person to which a number is assigned by one or another set of operations. 
It cannot be too strongly emphasised that so long as we restrict ourselves to 
the interpretation of observable phenomena, no such concept has any 
meaning aside from such a definition, though the same term may well be 
used in a very different sense outside this restricted domain—whence, of 
course, arises the confusion referred to. 


1 This position is defended at length by D. Ellsberg, ‘‘ Classic and Current Notions of Measurable 
Utility,” Economic JourRNAL, September 1954, pp. 528-56. 
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From this point of view, the question “Is utility measurable? ”’ is, 
strictly interpreted, a meaningless question. If, in Humpty Dumpty’s words, 
I “ choose ” utility “‘ to mean” that property of a person’s position in life 
which is measured by the product of the number of hairs on his head and 
the number of books on his shelves, then utility is measurable by a scale that 
is unique with respect even to origin and unit of measure. The relevant 
questions are, rather: (1) whether a particular definition of utility is useful, 
and (2) what the properties are of the set of numbers (or other identifying 
marks) which the operations embodied in that definition generate. 

The confusion between “ utility’ as a neutral concept that is simply a 
convenient summary word for a particular set of (hypothetical) operations 
and as a value-charged concept that has some direct bearing on social policy 
is in the main simply a modern example of John Neville Keynes’ observation 
that “ confusion between them [positive science, normative science, and art] 
is common and has been the source of many mischievous errors.” + But 
doubtless it also reflects defects of exposition on the part of those of us who 
have written about the subject in its “ positive’ aspect. We have apparently 
not succeeded in making clear the difference between the definition of utility, 
on the one hand, and the empirical hypothesis whose acceptance renders the 
definition useful, on the other, presumably because we have not been suffi- 
ciently explicit in pointing out where the definition ends and the hypothesis 
begins. A fully explicit separation of the two goes somewhat as follows. 


Definition of Utility of Income for a Particular Person 


1. Choose two arbitrary incomes, say £100 and £1,000 [or more generally, 
I, and J,, where J; is the smaller of the two]. 

2. Assign the number 0 to £100 [J], and the number | to £1,000 [J,]. 

3. To assign a number to any other income, say an income of J, offer 
the individual in question a (hypothetical) choice between («) the certainty 
of J, and (8) a chance 1 — P of J, and P of J;. Vary P until a value 
P = p is found for which the individual is indifferent between («) and (8). 


(a) If the income J to which a number is to be assigned is greater 
than £1,000 [J > /,], set , = £1,000 [1], = £100[4], 4 =JZ, and 
assign the number 1/f to J. 

(6) If J is between £100 and £1,000[Z< I<], sett L =J, 
I, = £100 [4], J; = £1,000 [7,], and assign the number # to J. 

(c) If J is less than £100[J< J], set = £100[4], =f, 
I; = £1,000 [J,], and assign the number — i Pp ; to J. 

4. Call the number so assigned to any income, the utility of that income; 
and the set of numbers, the utility function. 





Comments on Definition 

Strictly speaking, this statement is not a definition, but a family of 
definitions, one for each pair of values J; and J,. There is nothing about 
1 The Scope and Method of Political Economy (London: Macmillan, 1891), p. 35. 
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the definition proper to assure that the numbers obtained by starting with 
one pair of values of J, and J, say £100 and £1,000, will bear a specifiable 
relation to the numbers obtained by starting with another pair, say £10,000 
and £100,000, just as there is nothing about the definition of length proper 
to assure that the numbers obtained by using a wooden ruler will bear a 
specifiable relation to those obtained by using an aluminium ruler (as they 
might well not to those obtained by using a ruler of flexible rubber). 

It is an implication of the empirical hypothesis for which this definition 
is convenient that the set of numbers obtained by choosing another pair of 
values in step 1 will be the same as those obtained by using £100 and £1,000 
except for origin and unit of measure, so that the word “ arbitrary ” can be 
included in step 1 rather than a particular pair of values (see below). This 
is the sense in which the definition yields a utility that is “ measurable up 
to a linear transformation.” 


Empirical Hypothesis 

Of a set of alternative probability distributions of income, an individual 
will choose that one for which the mathematical expectation of utility [the 
mathematical expectation of the numbers assigned to income by the pre- 
ceding definition] is the largest, if such a distribution exists; if it does not, 
he will choose one of the group of two or more distributions that have equal 
mathematical expectations of utility larger than for any distribution not in 
the group. 


Comments on Empirical Hypothesis 


Suppose we assign numbers to all incomes by starting with incomes of 
£100 and £1,000 in step 1 of the definition, and suppose that the empirical 
hypothesis is valid. From these numbers we can then predict the choices 
the individual would have made if we had started from another arbitrary 
pair, and hence, can predict the set of numbers that would have been assigned 
if we had started from another pair. This is how we can prove the assertions 
in the second preceding paragraph. 

If the alternatives regarded as available to the individual were solely 
those used in computing utility, the hypothesis would be a tautology like the 
definition. It has empirical content because the alternatives include a 
wider class than those used in computing utility, ¢.g., alternatives involving 
three possible incomes with probabilities p, p’ and 1 — p — ’. 

The definition and hypothesis use the undefined term “ probability.” 
This is done here solely for simplicity. A definition of “ probability ”’ can 
be given in terms of individual choices that is strictly parallel to that given 
for “ utility,”” and the hypothesis broadened correspondingly.? 


** But what I find it hard to see,” writes Sir Dennis after the sentences 
quoted at the outset of this note, “‘ is why F and S themselves . . . should be 
so concerned to proclaim that their results carry ‘ no welfare implication at 


1 See L. J. Savage, The Foundations of Statistics (New York: Wiley, 1954), esp. Chapter 3. 
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all,’ even for the individual. J am very doubtful whether they have pro- 
duced the baby they say they have produced, though if I thought they had 
[should welcome him with open arms. They, having as they believe pro- 
duced the baby, are inclined to . . . apologise for calling him by his true and 
honourable name Utility, for fear of suggesting that he is of some normative 
interest. Surely in this disclaimer they go much too far.” 

The empirical hypothesis so summarily presented above may be accept- 
able or not; it may be that observed choices of individuals will deviate 
from those it predicts sufficiently infrequently or by small enough amounts to 
justify its acceptance at least for the time being; or it may be that the 
deviations will be so frequent and so large as to justify its rejection. Its 
acceptance or rejection may very well affect the predictions we make about 
the observable effect of one or another course of social policy, and the 
confidence we attach to such predictions. In this sense, its acceptance or 
rejection is clearly “ of some normative interest.” But I continue to be 
unrepentant in believing that its acceptance or rejection has no bearing on 
the criteria by which we judge the desirability or undesirability of the 
predicted implications. Am I required to shift my moral, ethical, normative, 
welfare—or whatever other word one may use for such absolutes—position 
according as experience in using the hypothesis leads us to accept, reject or 
modify it? Alternatively, should my willingness to accept, reject, or modify 
an hypothesis about observable phenomena be determined or altered by my 
ethical and philosophical position? I wonder whether Sir Dennis is really 
prepared to answer these questions in the affirmative, despite the implication 
in the passage just quoted that he is. 

Science is science and ethics is ethics; it takes both to make a whole 
man; but only confusion, misunderstanding and discord can come from 
not keeping them separate and distinct, from trying to impose the absolutes 
of ethics on the relatives of science. 

To put it in Humpty Dumpty’s words again: “ It is a—most—provoking— 
thing,” he said at last, “‘ when a person doesn’t know a cravat from a belt! ”’ 

MILTON FRIEDMAN 
University of Chicago. 











WHAT ALL IS UTILITY? A REJOINDER 


1. In his comment on the sentences quoted from my article, Professor 
Friedman has stated very clearly the difference between us. I distinguish 
between the utility expected to be derived from the receipt of a given income, 
and the utility—positive or negative—associated with facing the uncertainty 
whether that income or some other will be received. Hence to my mind 
there is no inconsistency between the hypothesis that the marginal utility 
derived from income is invariable and the supposition that a man will not 
be indifferent between the certainty of an income of £75 and an even chance 
of an income of £50 and of one of £100. Professor Friedman uses the word 
utility in a sense which entails that there 7s such an inconsistency. 

2. It would be impertinent of me to go on trying to make Professor 
Friedman prouder of his baby than he wants to be. But if I could believe 
that his theory accounts in a unified and logical manner for all the phenomena 
of economic choice, including gambling, I should regard it as “‘ of normative 
interest ” in a much fuller sense than he does. For I am prepared to make 
the heroic ‘‘ value judgment” that prima facie it is a good thing that 
(within the law, written and unwritten) people should do what will make 
them economically better off. But of course it is only prima facie; for 
instance, the stern voice of Marshall warns us that gambling may corrupt 
their souls. 

3. While Professor Friedman, like the good positivist that he is, has 
done his best to drain the word “‘ utility ” not merely of ethical but of any 
other kind of subjective content, I cannot think he has succeeded. For 
when it comes to explaining ? the reasons for that concave-upwards tract of 
the curve of total utility of income, surely he means by the word just what 
the rest of us mean; he means that Mr. X thinks that if he can only work 
(or gamble) his way into a higher social class, he will get more fun (of one 
kind or another) out of the (n % 1) £ of income than he is getting now 
out of the n® £. 

D. H. RoBertson 
Trinity College, 
Cambridge. 


1 In the sentence which has puzzled Professor Friedman, “ derived” refers to “‘ utility,” and 
‘‘ therefrom ’’ means “from income.” To say that there is no discrepancy between two things 
is not, I think, to say that they are identical, but that their juxtaposition does not give rise to a 
discordant creaking (Latin crepare). In the case supposed, the consumer will act in the same way 
whether he is trying to maximise the mathematical expectation of income or the mathematical 
expectation of utility-derived-from-income. 
2 See his article reprinted in Readings in Price Theory, p. 88. 
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THE ECONOMICS OF SOCIALISM RECONSIDERED 


PROBABLY the most valuable social function of the economist is to remind 
people, and other economists, of things which are so obvious as to be easily 
forgotten. He is not very good at prediction, because so many of the main 
forces in economic life are extra-economic in origin, and for that reason he 
is not very useful as an adviser. Yet as a reminder he has still some value: 
as Wicksteed reminds us, “‘ Ein jeder lebts, nicht vielen ist’s bekannt.” ‘There is 
nothing in this article which is new, except perhaps the pattern in which a 
few familiar facts and arguments are arranged. 

One further word in preface is inevitable: to write on this subject now, 
after the publication of Schumpeter’s Capitalism, Socialism and Democracy, 
involves defining one’s attitude to his work. Mine, like I suspect that of 
many others, is an amalgam of profound respect and equally profound dis- 
agreement. I agree with him that changes in the existing social structure 
are inevitable, while I rate the vitality and adaptability of a free-enterprise 
economy more highly than he does. The remainder of this article will 
reveal how complete is the disagreement. But two points must be made in 
advance. He defines a socialist society as “‘ an institutional pattern in which 
the control over means of production and over production itself is vested with 
a central authority ’’ (Fourth edition, p. 167). This seems to me, in the 
light of Eastern European experience, to be an inadequate definition. 
Further (p. 206), he says, “‘ I for one cannot visualize, in the conditions of 
modern society, a socialist organization in any form other than that of a 
huge and all-embracing bureaucratic apparatus,”’ and, later, ‘‘ This should 
not horrify anyone who realizes how far this bureaucratization of economic 
life—of life in general even—has gone already.” 

The more it changes, the more it is the same thing! Mrs. Robinson’s 
review of the first edition in the Economic Journat for December 1943 
foreshadowed my disagreement. I am here concerned with socialism as 
the realisation of the aspirations of the early (mainly) working-class theorists, 
whose work has been so admirably summarised by H. L. Beales in The Early 
English Socialists. They proclaimed the right of the worker to the full 
product of his labour, to an adequate standard of living and to freedom in 
his daily life; seeking to put “ liberty, equality and fraternity ” into economic 
terms, their definitions varied in detail, but they all sought a classless society. 

1, There are two currents of thought and action in the contemporary 
world, different in temper and content, and both labelled “ socialist.” The 
western social democrats have in many countries either constituted or 
influenced governments; their achievements are many. Not the least, 
and almost the most universal, of these has been the creation of groups of 
non-communist critics within their own parties, who complain that the sum 
of their achievements falls far short of socialism, but are unable to formulate 





412 THE ECONOMIC JOURNAL 


[SEPT. 













































clearly what they mean by this criticism, nor to frame proposals for legisla- 
tion designed to fulfil the lack.1 The communists have not, for obvious 
reasons, produced a similar body of articulate (or inarticulate) internal 
criticism. All observers with any claim to impartiality, however, deny that 
they have yet produced a socialist society, unless the term “ socialism ”’ is 
to lose all ethical and economic content and to be equated with the all- 
pervading tyranny of the state.2 They deny also that there is any discernible 
trend towards greater equality or greater personal freedom in the future. 
Most critics, even when they are not social democrats comparing their own 
unrealised and unformulated final ideals with Soviet achievement, fail to 
produce a standard by which Soviet shortcomings can be measured, except 
in as far as they diverge from a “‘liberal’’ economy. Both yardsticks are 
inappropriate: what, in both cases, is needed is a more precise formulation 
of the concept of socialism. ‘The object of this article is two-fold: first, to 
restate briefly the fairly well-known reasons for which the concept has so 
far escaped adequate and universally accepted definition in economic terms; 
second, to attempt such a definition and to embark upon a (necessarily 
superficial) examination of what is implied. It is necessary to approach the 
problem in this way, because the former analysis indicates the due weight 
which should be placed upon the various economic aspects of a concept which 
is more than merely economic. 

2. The basis of western or democratic socialism, whether it be as empirical 
as the doctrines of the British Labour Party or pays lip-service to a revision 
of Marxism like the bulk of the continental parties, is criticism of the justice 
in distribution and the efficiency in production of unregulated free enterprise. 
Taking the existence of a free-enterprise economy for granted, without any 
very profound examination of its history, and expecting its survival, such 
criticism is based upon the current standards of morality and upon reason, 
applied equally to all persons and all institutions. In spite of the fact that 
Sidney Webb claimed to have read Marshall’s Principles in an afternoon, and 
(not surprisingly) to have got little out of it, the justification for all that the 
Labour Party has achieved in Britain is probably to be found in the work of 
Marshall and his disciple Keynes. 

The distribution of income in a perfectly free economy is unequal because 
of the unequal distribution of land and capital and educational or social 
opportunities as the result of inheritance, and also because the process of 
** voting with the pennies ”’ of the consumer as a means of steering economic 
resources into the channels desired by the consumer leads to inequality: the 

1 For example, in ew Fabian Essays, where one would expect to find definite and construc- 
tive proposals and lucid definitions. 

2 Cf. Maurice Dobb, Political Economy and Capitalism, 1937, on the question of economic law in a 
socialist economy. ‘“ Any examination of a socialist economy, if it is to be concrete, must clearly 
start from this essential fact; that the fundamental character of socialism consists in its abolition of 
the class relation (my italics) which forms the basis of capitalist production through the expropriation 
of the propertied class and the socialization of land and capital.” Land and capital cannot surely 
be said to be socialised if the result of state ownership is merely the creation of a new class structure, 


defining “‘ classes” as groups between which movement is difficult, possessing different incomes 
and preserving the differential by the combined exercise of economic and political power. 
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“votes”? can be spent again. But the theory of diminishing marginal utility, 
by which this process is explained, explains also, on the assumption of fairly 
active competition, how the inequalities can be kept within bounds and how 
the residual elements of rent, eminently suitable as objects for taxation, can 
be isolated. Moreover, with one piece of liberal interpretation concerning 
the reasonableness of inter-personal comparisons of utility which Marshall 
took in his stride as something too obvious to argue about, it provides the 
logical foundation for progressive income tax, by means of which further 
equalisation can be secured. Both from the point of view of the distribution 
of income and the allocation of resources, monopoly power, given its full 
utilization, can distort the harmony; so can differences between social and 
private products and costs. The remedy is the organisation of public 
opinion, nationalisation when administratively practicable and ad hoc legisla- 
tion directed to such things as the abatement of the smoke nuisance. In- 
voluntary unemployment may occur as the result of fluctuations in private 
investment: Keynes has shown how this may be corrected, and in so doing 
has indicated how, in some circumstances, the accumulation of capital 
involves no real cost. 

Socialist legislation has fitted completely into this pattern of ideas in 
Britain, partly as the result of conscious adoption, partly through the logic 
of circumstances. In the 1930s long debates took place to whether the 
nationalisation of industries should be accompanied by full, or partial, com- 
pensation or by none. As the party was not prepared to face the administra- 
tive chaos which would follow upon the complete and simultaneous national- 
sation of all industry without compensation, nor prepared to face the econo- 
mic disorganisation which would follow upon the nationalisation of some 
industries with less than full compensation while expecting the others to 
carry on as usual until requisitioned, nor agreed upon the ethics of either 
proposal, full compensation was paid. 

Thus all that remained for “ redistribution” was the gains to be derived 
from the reduction of monopoly profits or the fruits of industrial co- 
ordination: both proved elusive in pursuit and negligible in quantity. 
Consequently, all that could be done by way of the re-distribution of income 
had to come from the progressive taxation of the rich: the party inherited 
a level of taxation imposed during war which was probably higher than 
would have been possible without grave damage to the growth of the national 
income and the accumulation of capital, had it not been for the existence 
of restrictions upon the export of capital, also inherited. These latter could 
hardly be permanent at their 1945 level of effectiveness if the very substantial 
section of the national income which before the war had arisen from the 
finance of international trade, and from insurance and the entrepét trade, was 
torecover. The proceeds of this high level of taxation were progressively 
diverted; first to use as anti-inflationary “ blotting-paper” as the terms of 
trade worsened; then also to the cost of the defence provisions which the 
deterioration in the international situation rendered necessary. 

Inevitably, the arguments employed by the leaders of the party in explain- 














414 THE ECONOMIC JOURNAL (SEPT, 


ing to their critical followers why so slight an increase in working-class income 
had resulted from a period of socialist government depended upon such pro- 
positions as may be found in Pigou’s Socialism versus Capitalism (especially 
pp. 77-8) or in Marshall (especially Book VI, ch. XIII). No definition of 
socialism is likely to arise in such a situation, in which the whole argument 
is concerned with the administrative feasibility of varying rates of speed in 
the reform of a modified free-enterprise economy. The critic within the 
labour movement is impatient at the degree of redistribution of income and 
property achieved, dissatisfied with the level of his real income, fairly clearly 
aware how much the latter is due to external circumstances and only very 
vaguely conscious of the extent to which the former was implicit in the 
programme of the party. 

3. The essentials of the position in Russia are simple in the extreme. 
Revolution in a backward country, carried out in circumstances which 
alienated the outside world and under the guidance of a dogma which 
expected and indeed demanded such alienation, left the Government with 
the task of carrying through those early stages of an industrial revolution 
in which the aggregate product is low, and the rate of accumulation of 
capital high as a proportion of the national income. Had the atmosphere 
been calm, and administration skilled, the real cost might have been negli- 
gible: concealed unemployment on the farms was widespread, and the feed- 
ing of the capital-providers off the farm should have cost little more than the 
share of the product which they consumed while under-occupied on the 
farm. In the exacerbated aftermath of revolution and civil war, with 
dogmatic and inexperienced administration, a gulf was opened between 
ruler and ruled which has poisoned life inside Russia and soured Russian 
relations with the outside world for the lifetime of a generation. The indivi- 
dual worker does not, in any recognisable form, get the full product of his 
labour, nor does he enjoy any economic freedom, nor is his standard of living, 
improving though it is, adequate even by his ownstandards.' In the interests 
of future economic efficiency, of the defence of the regime, internally and 
externally, and of their own power and prestige, the agents of the state 
maintain a balance between available and non-available output far in 
excess of any possible popular desire to save, and control with every available 
weapon the resulting inflationary tendency which pervades the whole of life. 

4. This article is not concerned with debating whether the technique of 
the social democratic parties or of the so-called conservative parties is the 
better one for increasing the volume or optimising the distribution of the 


1 The capacity for rapid improvement in the standard of living in Russia inherent in the 
remarkable expansion of their basic industries since the war must not be underestimated. Cf. A. 
Bergson (ed.) Soviet Economic Growth, 1953, for an exhaustive and objective analysis of the facts, and 
Edward Crankshaw, in Russia by Daylight, 1951, for an observer’s record of the very low immediate 
post-war levels. Even without wholly agreeing with Mr. Balogh that comparison with working- 
class standards on the rest of the Continent might easily become disadvantageous, the rate of 
progress by internal standards might easily become so great as to lessen or indeed abolish the 
conflict of interest if a substantial proportion of the resources now devoted to defence could 5e 
diverted. 
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social dividend produced by an economic system of which free enterprise 
provides the principal motive force; nor is it concerned with whether capital 
is more painlessly accumulated in the form of profits or taxes. Nor does it 
seek to prove the advantages of a classless society, which are incapable of 
economic proof: de gustibus non est disputandum ; only to point out that the 
one thing which all definitions of socialism include is a classless society, and 
little progress has been made towards this end in Britain, while in Russia, as 
one would expect during an industrial revolution, new classes are developing.! 
Indeed, in Britain the social democrats are as monarchist as they are in 
Scandinavia: it is no accident that the fantastic term “ under privileged,” 
with the implied claim that all should have more than equal rights, has 
passed into political currency.? 

The central thesis which will hence-forward be maintained is that 
“ classes ’’ in the sense of groups possessing undue advantage either in wealth 
or power (as far as these can be separated) will tend to emerge in any society 
in which the marginal productivity of capital and, probably, of land, is 
much greater than zero.* (It is indeed doubtful if they can be avoided if 
the marginal disutility of labour is positive.) Catastrophic revolutions in 
the contemporary world, expropriating the owners of property completely 
or creating conditions in which they can be forced to allow and even conduct 
the utilisation of their plant pending expropriation, are only likely to happen 
in poor and backward countries. 

There is a fatal flaw in Marxist analysis, which ignores the rising labour 
productivity which the accumulation of capital permits and of which the 
consequently changing social balance demands full use should be made, and 
which thus softens class antagonisms in the more advanced countries. In 
the countries where thorough-going socialist-inspired revolutions are still 
possible, the need for capital accumulation is great, and the conflict between 
state (in practice state servant) and worker is also potentially great. Privilege 
inevitably crystallises round the administrative and expert groups: the per- 
fectly sensible criteria of Marx and Engels for a classless society are not 
there.t They were right in their argument that classes are the product of 
economic conflict. ‘* Conflict” is more than the ordinary disparity of 
immediate interest between producer and consumer; it exists, in the sense 

1 Crankshaw, op. cit., seems to provide as clear a picture of the social structure of contemporary 
Russia as is available in English, infused with a liking for and knowledge of the Russians. 

* Cf. The Concise Oxford Dictionary. “ privilege. Right, advantage, immunity, belonging to 
person, class, or office.” 

* Cf. F. P. Ramsey, ‘‘ Mathematical Theory of Saving ’’ (Economic JouRNAL, December 1920) 
and his concept of “ Bliss,” which reappears, somewhat transformed, in the last chapter of Keynes’ 
General Theory of Employment Interest and Money. 

‘ The field is too wide for reference to be adjoined: the core of the argument is that socialism 
is possible only when it is economically possible for a civilised life to be enjoyed by all, rather than 
by privileged classes; when, to quote Engels in Anti-Diihring “.. . the colossal productive 
furces developed within the capitalist system of production, which the latter can no longer master, 
are only waiting to be taken possession of by a society organized for co-operative working on a 
planned basis to ensure to all members of society the means of existence and of the full develop- 


ment of their capacities, and indeed in constantly and increasing measure.”” Unfortunately Engels 
thought that these circumstances had arrived in the 1880s. 
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in which these authors, rightly, considered it to possess a unique significance, 
when a high proportion of income consists of rents or quasi-rents, the only 
circumstance which they considered, because competition is so largely between 
rather than within groups of the similarly circumstanced. It also exists 
whenever capital is being accumulated faster than would result from the 
sum of private decisions to save with an approximately equal distribution of 
the social income (see under) or whenever, the marginal products of land and 
capital being significantly greater than zero, administrative decisions about 
the distribution of these factors have to be taken, with the inevitable results 
upon the products, social costs and incomes of the industrial groups involved. 
These circumstances they did not consider, except in their argument that 
under socialism the state would “ wither away.” 

Their defective technique of economic analysis also led them to assume 
that the political victory of the working classes would come about when the 
*‘ real” marginal return to the impersonal factors was zero, but the institu- 
tional apparatus of capitalism, and its servant the state, concealed the fact: 
the final “ contradiction of capitalism.’’ This could happen only if enor- 
mous monopoly power was used with a ruthlessness which the changing 
distribution of income and political power in an advanced society has in 
fact forbidden; a development of which they denied the possibility. 

5. To the present writer a review of current Russian affairs fits this 
analysis perfectly. In contemporary Britain, when nothing more than a 
modification of the class basis of societies has been attempted, the same con- 
clusions emerge: the Civil Servant transfers the interest on the once privately 
owned capital of the nationalised industries to their erstwhile owners or to 
their appointees, on subsequently acquired capital to the Treasury. Taxa- 
tion is limited, at least in intention, to a level which will leave the private 
accumulation of capital and the exercise of private initiative unhampered. 

But as the question most relevant to a modified free enterprise economy 
is “‘ How fast is it developing, and in what direction?” what we need to assess 
here is whether such a system is likely to develop into socialism as defined. 
If the last chapter of Keynes’ General Theory can be accepted without quali- 
fication, it seems as if it must do so, if we are to avoid endemic unemploy- 
ment. ‘To offset the high propensity to save of a rich society enjoying a high 
level of employment, capital must accumulate so fast that in relatively few 
years the marginal efficiency of capital, and hence the rate of interest, will 
tend to approach zero. The euthanasia of the rentier, which sounds much 
more friendly than “ the expropriation of the expropriators,”’ but in effect 
is the same thing, follows, and only earned incomes, largely equalised by 
taxation, remain. Now if this be taken as Keynes most probably meant it, 
as a description of a probable trend and an indication of attractive possibili- 
ties, all that can be said is that it seems over-optimistic. 

First, to recapitulate well-known arguments for an unfamiliar use, the 
Keynes analysis is short-term: we may always be pretty sure of the shape of 
the consumption function (unless, as I suspect is often the case in the many 
countries haunted with the fear of inflation, it is upside down, linking 
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jiminishing savings with rising incomes and marginal values), but its position 
sapt to change in the (short) long period, as changes in the level of employ- 
ment alter income distribution. Thus we cau only be sure that interest 
“rewards no genuine sacrifice any more than does the rent of land,” 
during the short period in which an excess of involuntary unemployment 
undergoing reduction. With “ full employment ”’ the real cost of saving 
returns, although it may take unfamiliar titles like “‘ wage restraint.”” This 
latter appellation reveals surely that economic conflict as defined here 
has come again: the once-familiar term “‘ overfull employment,” + which 
has curiously gone out of use with a further rise in employment but a change 
in government, points the same way. Even if we could assume that the 
geretion of capital was always painless, however, we are not entitled to 
believe that the extinction of unearned incomes would be universally 
welcome. I suspect that Keynes drew an unreal line of demarcation 
between entrepreneur and rentier in his tacit assumption that the euthanasia 
of the latter would be a matter of indifference to the former: I have yet 
0 meet an entrepreneur who does not consider himself to be serving his 
apprenticeship to the state of rentier. 

Second, both rents and quasi-rents could tend to be high and to show an 
upward trend in the circumstances outlined. As the rate of interest moved 
towards zero the value of real and fixed property would rise, although, for 
the obvious reasons, not to infinity. In theory these can be appropriated 
for the use of the community without danger; in practice they are difficult 
to isolate and, as the British experiment in nationalising improvements in 
land values shows, apt also to be hard to collect without friction. If capital 
could accumulate without conscious abstinence and if a high degree of 
substitutability between capital and land developed, this problem might 
prove to relate to only a phase of development, but both these assumptions 
are somewhat improbable of realisation. 

Third, the link between the accumulation of capital and a decline in its 
marginal product is, of course, a static concept propelled into the future 
along the very fragile blowpipe of ceteris paribus. Marx, whose law of 
declining profits rested upon a less lucid analysis, was nevertheless perfectly 
sound when pointing out that its application depended upon the speed with 
which new inventions provided new avenues for investment, and with which 
the complementary labour force was increasing. It is, in this context, 
curious to observe how completely Keynes appeared to ignore the capital- 
hungry world outside the richer nations, its rising population and its terrify- 
ing growth potential. To link the capital-producing capacity of the West 
with the hunger of the East might, politics permitting, allow us to maintain 
ahigh level of employment while substituting capital exports for arms, but 
only at the expense of slowing down any tendency for western standards of 
living to rise and for the rate of return on capital to fall. Here again, econo- 
mic conflict appears. Would anyone dare to fight an election on the slogan 


? Cf. the annual speeches of the chairmen of all the “ Big Five ” banks in 1950/1. 
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of ** New schools for India before new houses for Britain 
and economic logic, does anyone doubt the result? 

6. The way to socialism, then, is through economic conflict, which is with 
us anyway in the tangle of competition and co-operation of which economics 
life consists. Every society, however democratic its structure, which intends 
to become socialist will have to undergo a period in which economic conflict 
will endure, though its shape will change. The danger is that as conflict 
between groups which are organic in composition, changing their composi- 
tion with victory and defeat and reflecting the pressures of the day, changes 
into conflict between the state and the fotal of the forces which the state js 
moulding (even if the state is the organ of one of the groups), the pattern 
may become frozen and lifeless, petrifying with it the group whose intents 
or ideals the state subserves. 

It is with this aspect of the economics of socialism that the bulk of the 
modern literature of the subject is concerned. Apart from the critics, who 
argue that nothing will emerge from the morass and that socialist account- 
ing is impossible, there are two main streams. The first, among which 
Lerner’s Economics of Control and Lewis’ Principles of Economic Planning 
should be given a foremost place, advocates stopping on the brink, 
modifying and maintaining the liberal economy and its temper. The 
second consists mainly of the burst of response to the criticism of Mises 
and Heyek: some twenty-five years ago I suspect that nearly every young 
economist had a pricing system for factors and products in a socialist state 
tucked away in his desk. Analytical fragments were torn bleeding from the 
carcase of the economic system they were contrived to explain, and sewn 
together with great skill: the results were neatly embalmed, with great 
care but without very much love, by Sir Robert Hall in The Economic System 
in a Socialist State. 

The society therein described, however, is hardly likely to be free from 
economic conflict. If workers are paid the value of their marginal pro- 
ducts, in the interests of maximising output, adjusted to allow for 
labour-supply curves which slope backwards, and augmented by the 
distribution of that portion of the aggregate imputed products of non- 
personal factors which exceed the needs of communal expedition, investment, 
and transfer payments to the unemployable, a fine administrative tangle is 
likely to result, of which the results may be little more generally palatable 
than the parallel efforts of the establishment division of a branch of the Civil 
Service.! But, in general, our authors see no end to this: for the reasons for 

1 A later author, T. J. B. Hoff, Economic Calculation in the Socialist Society, whose book, written in 
Norwegian in 1938, was translated in 1949, takes up the same problem at a somewhat more abstract 
level. Despite the enormous erudition which this work displays, this, too, misses the essential point. 
To quote from his conclusions, “‘ Each factor of production must be so employed as to give the 
greatest return according to the ends. ‘This, and only this, is the criterion for rational economic 
activity.” This is only true of rational activity in general in a society where economic activity is 
dominant factor. His whole argument goes to prove that a socialist economy is not likely to be 
very good at solving economic problems, and so far is sound. But he gives no more consideration 


than do the authors whose work he is reviewing to the possibility that a socialist society is ont 
organised (or rather, orientated) to avoid or minimise economic problems. 
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which Keynes’ application of the law of varying proportions to the accumula- 
tion of capital over time appeared so dubious, they expect capital to be always 
garce relative to the demands for it. Rightly, also, they deny the easy 
assumption that a socialist society organised as they see it would have no 
problem of the allocation of resources: the higher the standard of living, the 
richer the texture of the common life, the more valuable will be the leisure 
of the common man and the greater must be the care with which human 
labour is husbanded. It is capitalist enterprise in its early stages, newly 
grafted upon feudalism, which can afford to waste the labour of those whose 
lives are already wasted by poverty and ignorance. 

It is not probable that in such a society the ordinary man will be conscious 
of economic freedom, of the enjoyment of the “ full product of his labour”: 
that he will fulfil the socialist ideal. His material standard of living may be 
high, as in the American version of a free-enterprise economy to-day, or as 
it may well be in the Soviet Union in ten years time, or as it might equally 
well be in a monopoly-dominated economy with a high rate of technical 
progress and a strong and well-informed public opinion. To repeat: it is 
not here our object to discuss this point, nor to argue whether one might 
expect men to be happier in such societies than under “ socialism,” but to 
define the conditions of socialism. Probably the chance of a high and rising 
standard of living would be greater in any of these three sets of circumstances, 
or under a liberalised version of free enterprise, than during a state of transi- 
tion to socialism. It is all the more necessary therefore to define the end 
by which such a stage of transition is justified. 

7. A socialist society has been defined so many times that a critical 
analysis of what has been written is impossible here. What emerges by con- 
trast from the previous paragraphs, however, is a picture of a classless society, 
free from economic conflict or, to come down to the point, free from con- 
flict about economic matters; indeed, a society which, unlike the one in which 
we all live to-day, pays little attention to economic matters. The persons 
in control of the machinery of planning who wish to develop such a society 
must therefore, above all things, aim at reducing the marginal product of 
capital as near to zero as may be. 

At first sight this may seem the most dangerous of all doctrine: a 
bureaucracy intent upon the accumulation of capital in the interests 
of “freedom some day” is not unlike certain machinery of state in 
the contemporary world. If the argument of paragraph five be recalled, 
however, it will become obvious that the mere accumulation of capital 
is not the answer. In the world of free enterprise the inventors will 
always outstrip the savers, if only because it is normally more profitable 
to start a new industry than to “‘ compete ” one’s way into an established 
me. The only way in which a socialist society could be established and 
maintained, with any chance of stability, would be by the wholesale sup- 
pression of inventions, or rather by the division of new inventions into those 
which saved labour in the satisfaction of old and accepted needs, and those 
which at once created new tastes and the means of satisfying them. The 
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former would be adopted: the latter suppressed.1 Sumptuary legislation 
of this kind need create slight conflict and little hardship: all the best things 
to eat and drink and all the more civilised ways of pleasing, adorning and 
amusing the mind and the body were discovered long ago. 

Probably William Morris had a clearer idea of the basic economics of 
socialism than any of the economists who have written on the subject, because 
he started free from those preconceived and inappropriate concepts which it is 
the aim of teachers of the economics of a free-enterprise world to inculcate, 
His insistence that most of the things he saw in the shops were really of little 
use to anyone, that the obverse of the world of Alfred Marshall was the man 
in command of capital persuading people to buy rubbish and then organising 
its manufacture, was obviously out of proportion. If one is full of steak it 
is easy to see nothing but baseness and cupidity at work in the sausage shop. 
But where he was right, if the argument of this article is right, was in insisting 
that a socialist society (as distinct from a liberalised capitalism or a “ planned 
economy ”’) must be permeated by a deeply rooted conservatism. 

Given willingness to accept the traditional components of a civilised life 
and to reject the new (a task in which good taste might well supersede the 
action of the state) there seems little reason why, with capital harnessed to the 
service of an accepted range of needs, it might not be possible for the sort of 
world which he envisaged in his “‘ Lecture on Communism ”’ to be realised. 
As the marginal product of labour rose, shopkeeping and accounting being 
difficult to mechanise, it might prove cheaper to allow some products to be 
wasted rather than utilise labour to save them. It might prove possible to 
reach a balance between the supply of labour and the demand for products 
such that the marginal supply of labour involved no disutility, and so produc- 
tion involved no real cost. But this would be possible only in a society which 
was extremely simple in its tastes, extremely conservative in its habits. 

8. I do not see any such society emerging from our contemporary world, 
in Russia or in the West: it is almost inconceivable in the nature of things 
that the training and temperament of those who would command any 
nominally socialist-directed planning would enable them to steer in this 
direction. Whether he be the president of a company in Montreal, the 
secretary of a Soviet trust in Urkutzk or the director of a nationalised industry 
in London, the Marshallian type of man is in command of the economic life 
of our world; inventing things for us to want, persuading us to want them 
and organising their production. I am not convinced that his critics, when- 
ever and in whatever guise he may appear, want a socialist society as an 
alternative. So they must decide upon the kind of limitations and conflicts 
which they prefer. 

The quintessence of socialism is the absence of economic conflict. It is 
most doubtful if economic conflict can be avoided unless economic prob- 
lems are minimal. For this to be the case it is almost certainly necessary 

1 I am, rightly, reminded by Professor Dickinson that the administrative problems involved in 


such a division would probably prove insuperable. Indeed, I was not unaware of this, but as I do 
not think that any administrator is ever going to try, I do not develop the point. 
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that: (a) tastes should be simple and conservative; (b) that the level of 
industrial skill and the degree of capitalisation of industry should both be 
high. Are (a) and (4) compatible? It is most doubtful: the hand that 
works the automatic lathe seeks the cigarette-case; the mind that goes with 
it, trained in the operation of large gadgets, is likely to seek its relaxation with 
smaller (but still complex and expensive) ones. 

The task of the politicians, and it is here that the economist may aid him, 
js to decide in which direction the economic system of his country should be 
steered. There is an enormous difference for the common man between life 
in a centrally planned economy which has degenerated into the machinery 
of exploitation and in a smoothly-working free economy with its harshness 
mitigated by well-devised social legislation; a much lesser and indeed 
negligible difference as compared with a system unfettered by social restraint 
and dominated by monopoly and concentrated land-holding. As compared 
with the latter, the centrally-directed economy might indeed have many 
advantages, not the least of these being some ease of attainment within a 
country so circumstanced as compared with the “ welfare state’ of con- 
trolled free enterprise. The economic circumstances of each country, its 
history and its culture, as well as the theoretical economic advantages of 
each system, determine the advantages between which choice must be made. 
Socialism is not a direct alternative to any of these systems, and cannot be 
without a more profound revolution in ethical and esthetic values than there 
is any sign of in our contemporary world. Nor does it seem apparent that 
any of them is more likely than another to bring it about. 

H. Smirx 
Ruskin College, 
Oxford 
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CONVERTIBILITY AND TRIANGULAR TRADE AS 
SAFEGUARDS AGAINST ECONOMIC DEPRESSION! 


Many governments approach the question of an early resumption of 
convertibility and a lowering of trade barriers with considerable reluctance, 
They have established a high and stable level of employment as one of their 
main aims and responsibilities both individually and conjointly as signers of 
the United Nations Charter, and they are afraid that a return to convert- 
ibility and freer trade will expose their economies to the forces which led to 
the Great Depression in the early thirties. 

This attitude towards convertibility ? and foreign trade needs to be recon- 
sidered because it is possible to demonstrate that the value of world-wide 
triangular trade* has in the past increased substantially from the peak 
year of economic activity in the major industrial creditor countries to the 
following trough year. The contra-cyclical trade expansion usually took 
place in a series of countries in such a way that the world outside the United 
Kingdom was able to earn enough pounds sterling to meet its United King- 
dom obligations and ultimately to expand its purchases and attract fresh 
capital from that major creditor country. This process led to world-wide 
economic revival in all recessions after the ban on the export of precious 
metals among the major countries was removed. The one and only excep- 
tion to this general rule was the decline in triangular trade which took place 
in the depression period from 1930. 

There are strong reasons to believe that a re-introduction of convertibility 
and the removal of the major trade obstacles would lead to the establishment 
of a system of world-wide triangular trade which would afford the same 
protection against economic depression and stagnation as triangular trade 
provided in the past. It appears that the Great Depression was an excep- 
tional case and was the result of a structural conjuncture which is quite 
unlikely to repeat itself. The reasoning is as follows: 

1 The author is a member of the United Nations Secretariat, but the views expressed in this 
article are his personal opinions, 

2 Convertibility exists when anybody is entitled to exchange his claims in a certain currency 
into a foreign currency at the current rate of exchange—which need not necessarily be a fixed rate— 
without documented indication of the use he is going to make of the foreign exchange. Full con- 
vertibility exists when the rate of exchange is fixed (Pau! Winding, “‘ Konvertibilitetssporgsmaalet”, 
Nationalokonomisk Tidsskrift, 1953, p. 112). 

3 The value of the trade (imports plus exports) of each country may be divided into three groups: 

The first representing imports and exports offsetting each other in bilateral trade taken in the 
narrow sense (that is, considering merchandise alone). 

The second representing the balance of total merchandise trade which is offset by the balance of gold 
and invisible items, such as services and capital transactions. 

The third representing triangular trade (taken in the narrow sense) is the active or passive balances 
in merchandise trade with individual countries offsetting each other. In other words, the sum of 
the trade balances with individual countries, disregarding their sign, less the numerical value of the 
balance of total trade. 

League of Nations, Review of World Trade 1933, Geneva, 1934, pp. 65-6. 
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1. A world-wide pattern of multilateral trade (bilateral balances of 
trade, disregarding their sign), which existed before 1931, was discovered 
empirically by the Economic Intelligence Service of the League of Nations. 
Mr. Folke Hilgerdt, who was responsible for the inquiry, explains the struc- 
ture and origin of the pattern in the following way. 

The countries participating in world trade could be listed in such a way 
that each country had an import balance from practically all countries 
that preceded it in the list and an export balance with practically all 
countries that succeeded it. When the countries were grouped into a 
limited number of categories to give a synoptical view, it was discovered that 
tropical countries had an export surplus to all countries except the United 
Kingdom and countries of recent settlement including the United States had 
an export surplus to Europe. Continental Europe had an export surplus 
to the United Kingdom and that country an export surplus to the tropics. 

The trade which flowed through these multilateral channels depended 
on the same factors as all international trade, namely: (i) the comparative 
scarcity of the factors of production in the individual countries, (ii) each 
country’s comparative ability to take advantage of large-scale production, 
and (iii) the costs of transport. 

The comparative scarcity of the factors of production and the compara- 
tive advantages of large-scale production in the participating countries 
influenced multilateral trade in the following way.? Each group of countries 
possesses an ample relative supply of one factor of production (labour, 
land or capital) and at the same time a scarce relative supply of another. 
In the tropical countries the supply of labour is ample, land moderate and 
capital scarce; in the countries of recent settlement land is ample, capital 
moderate and labour scarce; in Europe, particularly in the United Kingdom, 
capital is ample, labour moderate and land scarce. Each country tends to 
export commodities embodying the ample factor and import those embodying 
the scarce factor. Owing to this basic driving force, balances of trade dove- 
tail into a multilateral system and the countries fall into a natural grouping. 
Continental Europe, having a more ample supply of land than the United 
Kingdom, entered into the system before that country. 

The advantage of large-scale production placed Germany ahead of the 
rest of Continental Europe and the United States ahead of the other countries 
of recent settlement. 

The comparative scarcity of the factors of production and the compara- 
tive advantage of large-scale production in the individual countries are usually 
not subject to any major change even over long periods of time. This 
gave a certain stability to the multilateral pattern and maintained the indivi- 
dual countries in their traditional places. 

Transport costs introduce a modification of the driving forces mentioned 


1 See The Network of World Trade (Geneva, 1942) and Folke Hilgerdt, “‘ The Case for Multi- 
laterai Trade,” American Economic Review, March 1943, pp. 393-407. 

* See Karl-Erik Hansson, ‘‘ A General Theory of the System of Multilateral Trade, American 
Economic Review, March 1952, pp. 60-8. 
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above. The secular decline in transport costs which resulted from techaical 
progress was a most significant factor in the long-term growth of the system, 

The system of payment which arose during the last few decades of the 
nineteenth century was from the beginning linked up with the transfer of 
the yield of British investments. As these investments increased and the 
yield began greatly to exceed new British capital exports, the amounts due 
by the debtor countries (mainly the tropics and the countries of recent settle. 
ment) began to be transferred, in part, through the United States and 
Continental Europe. 

The frictionless movement of multilateral trade along the channels 
described above depended on the existence of convertibility of currencies and 
a world commodity market to which all countries were admitted on equal 
terms. Equally, continuing convertibility and the uniform valuation of 
commodities depended in turn on the contra-cyclical movement of triangular 
trade. 

2. The contra-cyclical movement of triangular trade can be explained in 
the following way— 

(a) A recession in the industrialised countries normally released shipping 
tonnage from the transport of coal and ores between such countries. As 
these commodities were responsible in 1913 for 40% of the tonnage of all 








TABLE | 
The United Kingdom—Change in Inward Freight Rates and Prices of Imported 
Commodities 
F Change in Change in prices | Change in prices 
ee of inward freight of imported of aenet raw 
_ rates, %.? foodstuffs, %.* materials, %.* 

1873-79 —38 —14 —24 
1883-86 —38 —19 —15 
1890-94 —21 —10 —15 
1900-04 —35 + 2 — 1 
1907-08 —12 + 2 — 6 
1920-21 —53 —28 —46 
1937-38 —27 — 3 —12 























1 A. F. Burns and W. C. Mitchell, Measuring Business Cycles (New York, 1946), p. 79. William H. 
Beveridge, Full Employment in a Free Society (New York, 1945), pp. 281, 303 and 312. From 1889 to 
1895 freight rates fell 40%, foodstuffs 16% and raw materials 19%. 

2 Colin Clark, “‘ Die internationale Vervlechtung volkswirtschaftlicher Bewegungsvorgange,” 
Weltwirtschaftliches Archiv, Vol. 42, 1935 (II), pp. 411-12. Board of Trade, “‘ The Course of Ocean 
Freights During the Past Twenty Years,’ Memoranda, Statistical Tables and Charts bearing on British 
and Foreign Trade, London, 1904 (Cd. 2337, Memorandum No. VIII). C.K. Hobson, The Export 
of Capital (London, 1914), p. 182. L. Isserlis, “ Tramp Shipping, Cargoes and Freights,” Journal 
of the Royal Statistical Society, 1938, pp. 107-15. The Economist, ‘‘ Monthly Index of Ocean Freight 
Rates (Average of Inward Freight Rates from India, South America, the Mediterranean and the 
Bay of Biscay) 1937-1939.” 

3 Werner Schlote, British Overseas Trade (Oxford, 1952), pp. 176-7. 


ocean shipments, the result was a decline in freight rates.2 This decline 
invariably went much further than the price fall of imported foodstuffs and 
> raw materials in the United Kingdom. 


1 American Economic Review, March 1943, p. 397. 
* Statistiches Reichamt, Vierteljahrsheft zur Statistik des Deutschen Reichs, Vol. 37, 1928, Ergazung- 
sheft zu Heft I, p. 1. 
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Consequently, ships sought employment in trade with distant countries, 
and owners were less reluctant to send their ships to under-developed frontier 
areas, where the lack of port facilities would involve extra lay days for the 
vessels. ‘The nature of this delay is well described in a recent O.E.E.C. 
report on timber, which offers the following explanation of high freight rates 
from West Africa: 


** Unlike the larger shipping points, the smaller African points have 
no quays for loading, so that the steamer is obliged to be at anchor out- 
side the port often 400-500 meters from the coast. In loading at sea 
the logs laws sometimes to be transported one by one to the steamer. 
This of course takes a considerable time and involves extra lay days for 
the vessel. A slow rate of loading on the steamer may also cause extra 
lay days. The inefficiency and slowness of native labour leads to delay. 
In the case of loading at sea the slightest bad weather slows down or 
stops the work entirely and involves the vessel in further delay.” ? 


Producers of raw materials and crude foodstuffs have always been 
attracted to the world economic fi ntier by its ample supply of cheap land. 
Adam Smith was well aware of this when he said “ plenty of land and liberty 
to manage their own affairs in their own way seem to be the two great 
causes of the prosperity of new countries.” 2 The cost of transport of bulky 
frontier products has always constituted a substantial share of their London 
price. The relative share of freight cost in the total market price varies 
widely for different commodities, according to their value per ton or cubic 
foot. It varies also with distance. Even for the same general type of com- 
modity, a wide variation is noticeable. According to the O.E.E.C. report 
freight costs to the United Kingdom in 1950 were the following percentages 
of the price of the country of origin: Scandinavian softwood 15%, Californian 
redwood 17%, American white oak 33%, West African okoumé 40%, 
British Columbia Douglas fir 43°%, West African azobé 52%, Surinam tropical 
round logs 150%. ‘Taking account of these wide variations, it is beyond 
doubt that for a large number of commodities entering or about to enter 
international trade, changes in freight costs have a considerable influence on 
price. It is.therefore not surprising to find that the price fall which usually 
took place in a bulky commodity in London in years of economic recession 
was frequently paralleled by an increase in the local price of the same com- 
modity in the frontier area. 

In this connection it should be remembered that even in periods of violent 
fall in the general price level the London price of a substantial proportion 
of all commodities did not fall more than a few per cent, and sometimes did 
not fall at all. Among commodities in the first group are goods where a 
ight price reduction leads to additional sales, such as new products, goods 
serving new requirements or new classes of consumers. A few examples 
will illustrate the price movements in recession years of bulky frontier pro- 


? Organisation for European Economic Co-operation, Tropical Timber (Paris, 1950), p. 45. 
* Here quoted from Hancock, A Survey of the British Empire, Part II, Vol. 1, p. 41. 
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ducts which experienced a moderate price fall in the London or Liverpool 
market and benefited from a considerable decline in freight costs to the 
centres of consumption. In the recession from 1873 to 1879 wheat prices in 
the United Kingdom fell 19%, while they increased 9% in Illinois and 29% 
in Iowa.1 From 1883 to 1886 the price of Chilean nitrate fell 13% in London 
and increased 22% in Chilean ports.? In the recession from 1890 to 1894 
the price of soft-wood lumber fell 8% in London and increased 12% in 
Canada. From 1900 to 1904 wool prices in London fell 8%, while prices 
in Argentina in terms of gold pesos increased 12%.4 From 1907 to 1908 
the price of oats in London fell 9%, while the price in Australia increased 9% 
and in the United States 13%. As a result of such increases in local prices, 
it has frequently happened that the general export price indices in frontier 
countries have increased in recessions. In Argentina the export-price index 
in terms of gold increased in the recessions from 1866 to 1868, from 1889 to 
1893, from 1900 to 1904 and from 1907 to 1908.5 

The explanation of the above price movements is that the savings in 
transport costs amounted to more than the decline in the London price, 
The effect of such movements was that rising prices at the frontier frequently 
led to a widening of the economic frontier itself. An example from the 
recession of 1866 to 1868 illustrates how rising prices at an existing frontier’s 
point of shipment led to a development of the transport system beyond the 
traditional shipping points. In 1866 when the railways had not yet reached 
beyond Hastings, Minnesota, the price of wheat in that city was 121-7 cents 
a bushel, while the price in St. Cloud beyond Hastings was 67-2 cents. 
When the railway to St. Cloud was opened, the local wheat price rose 
almost to the same level as the price in Hastings. In general, railway con- 
struction outside Europe and the United States always increased more in 
periods of recession (in the industrialised countries) than in the preceding 
boom period. 

The widening of the frontier was followed by an inflow of capital from 
abroad.’ Moreover, since immigration always shows a close correlation 
with economic activity in the country of immigration,® it is not surprising 
to find that immigration also increased in step with railway construction in 


1 State of Minnesota, Fifth Biennial Report of the Bureau of Labour (St. Paul, 1896), and Gustav 
Sundbarg, Apergus Statistiques Internationaux (Stockholm, 1908). 

2 U.S. Tariff Commission, Report No. 114, Series II, Chemical Nitrogen (Washington, 1937), 
p. 116. 

3 Canadian Board of Inquiry into Cost of Living, Report, Vol. II (Ottawa, 1915), pp. 20-59. 
This report gives a wealth of information about the year-to-year price movements of a large number 
of commodities not only in Canada but also in the United Kingdom and countries which are 
competing with Canada in the world market. 

4 See data given by Dr. Loreto Dominquez in his article on Argentine export prices 1863-1943, 
Estadistica, September 1945, pp. 368-80. 

5 Loreto Dominquez, op. cit., p. 375. 

® State of Minnesota, of. cit. 

7 A. K. Cairncross, Home and Foreign Investment, 1870-1913 (Cambridge, 1953), p. 204. 

* Harry Jerome, Migration and Business Cycles (National Bureau of Economic Research, New 
York, 1936). 
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TasBie II 
Railway Mileage 


Average Annual Increase in Thousands of Kilometres ! 














Europe and the United : 
Boom years | Depression years States. Rest of World. 
in the United in the United — a 
Kingdom. Kingdom. | : 
‘ . Boom years. | Depression | Boom years. | Depression 
years. years. 
1869-73 | 16-5 | 1-8 
1874-79 10-7 4-0 
1880-83 | 18-6 | 5-5 
1884-86 13-9 | 7.3 
1887-90 17-8 | 7-6 
1891-94 10-7 | 7:7 
1895-1900 10-6 8-2 
1901-4 12-9 9-2 
1905-7 13-7 | 11-6 
| 1908 9-7 17-2 
1909-13 11-0 12-9 











1 Archiv fiir Eisenbahnwesen, 1880-1915. 


the frontier countries. All this led to an increase in the production and 
exports of these countries. In every recession the value of imports into the 
United Kingdom and continental Europe from a large number of frontier 
countries, although not always the same group of countries, increased 
substantially. 

(6) As a result of this expansion the European countries well suited for 
dairy production could get much larger supplies of imported fodder without 
any increase in the local purchase price, and frequently in spite of a fall in 
the purchase price. ‘This led to an expansion in the production and exports 
of butter, cheese, eggs, and bacon and other meats. The expansion is 
reflected in the substantial increase in the United Kingdom’s imports from 
Austria-Hungary, Denmark and the Netherlands in all recessions when 
imports from most other European countries regularly declined. For 
reasons given below, the 1883-86 recession alone is an exception to this 
general rule. 

The expansion of exports from the dairy countries was made possible by 
convertibility accompanied by an expansion of triangular trade. The 
foreign-trade figures for Denmark demonstrate how triangular trade in- 
creased substantially in all depression periods, except in 1883-86, in spite of 
a decline or stagnation in Denmark’s other foreign trade. 

In all the depression periods this trade expansion was stimulated by 
additional cheap fodder supplies from overseas. It is only in the years of 
secular price fall before 1894 that a slight rise of about 5% in real labour 
income in the United Kingdom? may have contributed to expand the 

1 National Bureau of Economic Research, International Migration (New York, 1931), Vol. II. 
See in particular data for Argentina, Brazil and New Zealand. 


* A. R. Prest, “‘ National Income of the United Kingdom, 1870-1946,’ Economic JouRNAL, 
March 1948, 
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triangular trade of the dairy countries. Countries which hau developed 
industries that made it possible to tie their foreign trade to the above- 
mentioned flow of triangular trade enjoyed a similar expansior. in those 
industries during periods of industrial recession. Thus, Germany, which 
after 1894 developed its direct import of overseas raw materials and large- 
scale manufacturing industries, enjoyed a rising export surplus to the rest 


TaBLeE III 
Denmark— The Cyclical Fluctuations of Triangular Trade ' 


In millions of kroner 








Peak year. Trough year. nee Other trade.* 
| 

1874 46 367 

1879 54 303 
1883 49 439 

1886 45 333 
1890 126 415 

1894 168 445 
1900 255 665 

1904 396 701 
1907 363 1031 

1908 477 852 
1913 579 998 














1 Danmarks Statistik, Vareomsaetning, Skibsfart og Handelsflaade, 1874-1882 og Danmarks Vare- 
Ind-og Udfoersel, 1883-1913. 

2 The numerical sum of bilateral trade balances less the balance of total trade. 

3 Bilateral trade (imports and exports balancing with each individual country) plus the 
numerical value of the balance of total trade. 


of Europe, in particular to Denmark, the Netherlands and Austria-Hungary. 
Germany’s triangular trade increased from 1,592 million marks in 1900 to 
2,256 million in 1904, or from 15% of its total trade in 1900 to 19% in 1904, 
From 1907 to 1908 the triangular trade increased from 1,996 million marks 
to 2,524 million, while other trade declined from 13,599 million marks to 
11,542 million. The Germans ! therefore used to speak of these additional 
exports as the ‘‘ Exportventil,”’ the safety valve which provided new markets 
abroad in case of an industrial recession at home. 

In years of recession the United States found widening markets in Europe 
and in frontier countries of recent settlement, and additional supplies from 
the tropics. As a result of this, its triangular trade was well maintained in 
the recessions which occurred in the 1880s and 1890s, and expanded in a 
most remarkable way in the other recessions, while other trade of the 
United States declined in all recessions. 

(c) In the 1883-86 recession the protectionistic farm policy on the 
European Continent forced the London price of foodstuffs and fodder so far 
down that the local prices of these commodities fell even in the countries at 
the economic frontier. There was in consequence no expansion in the 


2 Rolf Wagenfuhr, “‘ Die Bedeutung des Aussenmarktes fiir die deutsche Industriewirtschaft,” 
Sonderhefte des Institutes fur Konjunkturforschung, No. 41 (Berlin, 1936). 
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production of such goods at the frontier, nor any expansion in the triangular 
trade of the European dairy countries. On this occasion, however, the 
London prices of many raw materials which in all other recessions fell much 
more than fodder and food prices fell only slightly, and the local price of 


TaBLe IV 
United States— The Cyclical Fluctuations of Triangular Trade + 


In millions of dollars 








| ; 

Peak year. | Trough year. 4 al Other trade. 
1872/73 182 983 

1878/79 265 891 
1882/83 409 1137 

1885/86 405 910 
1889/90 511 1136 

1894/95 502 1038 
1899/1900 333 1911 

1904/5 523 1712 
1907 2 564 2691 

1908/9 632 2343 
1912/13 774 3505 














1 United States, Statistical Abstract, 1906, 1915 and 1920. 
2 Average of 1906/7 and 1907/8. 


many non-ferrous metals, fertilisers and cocoa in the frontier countries 
increased. With the expansion of the raw material supply from these 
countries, the European countries, such as France and Belgium, which used 
to be the major exporters of manufactured goods to the United Kingdom 
expanded their triangular trade of imports from the frontier countries and 
exports to the United Kingdom substantially, in spite of a drop in their other 
foreign trade. In the United Kingdom imports of manufactured goods 
increased from 1883 to 1886, both by value and by volume (9%) in spite of 
an all-round decline in imports of livestock, foodstuffs and raw materials. 
The triangular trade of France increased from 878 million francs in 1883 to 
1,186 million in 1886, in spite of the fact that all other foreign trade of 
France fell from 7,378 million francs to 6,271 million during the same period. 
In Belgium the triangular trade had the same value (580 million francs) in 
1886 as in 1883, and had increased to 23% of total trade in 1886 from 18% 
in 1883. 

In view of the way in which the expansion of French and Belgian tri- 
angular trade came about in 1883-86, it is not surprising that it frequently 
failed to expand in recessions when raw-material prices fell far more than 
food prices. 

(d) The expansion of the triangular trade of the processing countries 
was the most dependable and effective single factor in expanding purchasing 
power in the United Kingdom. 

Most of the additional imports which in years of recession reached the 


1 W. Schlote, op. cit., pp. 122 and 132. 
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United Kingdom direct from the world economic frontier, ¢.g., wheat, of 
course found a market, but additional purchasing power was brought into 
use only to a limited extent. Asa matter of fact, room for additional imports 
of such goods into the United Kingdom was provided much less by additional 
consumption than by a reduction of production and acreage in the United 
Kingdom itself, in other words, by reduced agricultural activity in that 
country. The effect of the expansion of triangular trade in the processing 
countries, on the other hand, which brought such goods as butter, bacon and 
eggs to the industrialised countries, was to transform the crude products of 
the frontier into commodities which combine a high price elasticity of 
demand with other characteristics which favour an expanding market, such 
as serving new requirements or new classes of consumers. Such commodi- 
ties, therefore, offered good possibilities for a successful expansion of produc- 
tion. To arrive at a new economic equilibrium it was appropriate to expand 
purchasing power both in the frontier countries and in the food-processing 
countries without, however, entailing a contraction of purchasing power in 
the United Kingdom. 

Triangular trade and currency convertibility are two aspects of the same 
thing, each being the necessary condition for the other.” If it had not been 
for the expansion which took place in each recession of the triangular trade of 
countries producing processed foods or manufactures from the increasing 
flow of primary commodities originating at the world economic frontier, it 
is inconceivable that British imports could have risen enough to provide 
sterling for the outside world to keep the international gold standard in 
operation. Fortunately every country in the world continued to accept any 
other currency in payment for its imports, a necessary condition for the 
continued flow of triangular trade. 

The rise in purchasing power abroad, which was also directed towards 
British exports, initiated the economic revival in the United Kingdom. A 
** persistent feature of cyclical fluctuations is the leadership both in and out 
of depression of industries in Britain which are dependent largely upon 
exports.” 3 

** All booms, other than that of 1900, from 1870 onwards, seem to have 
been communicated through the export trades from America and other 
countries of investment. . . . Fluctuations in exports of pig iron, machinery 
and iron and steel manufactures ” occurred, as a rule, “‘ preceding fluctua- 
tions in home investment and employment.” 4 The result of this, in the 
upward phase of export expansion, was an expansion of purchasing power 
in the United Kingdom. 

In the seventies and eighties all countries had an export surplus directed 
towards the United Kingdom. That country was the terminus of all the 

1 Carl Major Wright, Economic Adaptation to a Changing World Market (Copenhagen, 1939), 
Chapter IT. 

2 United Nations, Economic Survey of Europe (Geneva, 1953). 

3 William H. Beveridge, Full Employment in a Free Society (New York, 1945), p. 294. See also 


W. W. Rostow, British Economy of the 19th Century (Oxford, 1948), p. 53. 
4 A. K. Cairncross, op. cit., p. 196. 
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triangular-trade transactions. The fact that these trade channels remained 
undisturbed or even expanded in years of recession made it possible for the 
British owners of foreign investments to transfer their interest and dividends 
and even withdraw capital at will. 

The current return on any investment has a dominating influence on its 
capital value. As profits were rising in some, if not all, of the countries at 
the world economic frontier, and dividends were usually transferred without 
difficulty, “an increase in activity abroad, generally associated with an 
increase in foreign investment by Britain, pulled the country out of pre-1914 
slumps by improving the prospects of the export industries.”’ + 

From the nineties onwards, Britain developed an export surplus to the 
tropics, and the circle of the world-wide mulilateral transfer system was 
closed. Subsequently, Britain’s triangular trade expanded in periods of 
recession while bilateral trade was subject to stagnation or decline. The 
periods of recession in Britain and throughout the world became shorter. 


TABLE V 
United Kingdom—The Cyclical Fluctuations of Triangular Trade + 


In millions of pounds sterling 








Peak year. Trough year. Triangular trade. | Trade balance. Bilateral trade. 
1890 191 157 333 
1894 168 192 264 
1900 215 232 367 
1904 242 250 359 
1907 276 220 576 
1908 311 216 445 














1 William Page, Commerce and Industry, Vol. II (London, 1919). 


3. The contraction of triangular trade beginning in 1930 and the break- 
down of the gold standard in 1931 should be viewed in the light of the fact 
that for the first and only time in an economic recession, the inward freight 
rates from all non-European continents to the United Kingdom increased. 
This increase began in May 1930 and continued to the summer of 1931. 
The freight rate from the South Pacific increased 15%, Australia 17%, 
Canada 18%, India 34%, Burma 36%, Argentina 65% and South America 
in general 75%. This extraordinary development can be traced back to 
astructural change which occurred in British foreign trade in the summer of 
1930. All transport services are produced under conditions of joint supply, 
since an outward voyage makes a homeward journey necessary. There are 
usually more goods moving in one direction than in the opposite direction. 
As a result of the difficulty of finding a paying return cargo in the ports where 
less goods are cleared than are brought in, the marginal ship must accept a 
very low (ballast) freight; otherwise, it is faced with the alternative of either 
proceeding to some other port where there is a surplus of goods to be shipped 

1 A. K. Cairncross, op. cit., p. 197. 


* International Institute of Agriculture, International Yearbook of Agricultural Statistics, 1932-33 
(Rome, 1933), and The Economist, 1930-31. 
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or of returning empty to its home port. The freight rate accepted by the 
marginal ship will, of course, determine the freight rate accepted by all other 
ships leaving the same port for the same destination. Before 1930 the dry 
cargo moving from the United Kingdom paid the larger share of the costs 
of the overseas round trip from that country. From then on it was the cargo 
moving towards the United Kingdom which paid the larger share of costs 
of the round trip. This shift reflects a simultaneous shift from an export 
surplus by weight to an import surplus in the United Kingdom’s merchandise 
trade, with the exception of tanker cargo and coal shipped to nearby ports, 
which on account of the high cleaning costs of the colliers do not provide 
return Cargo space. 


Taste VI 
The Movement of Dry Cargo Through United Kingdom Ports 


Net outward (++) or net inward (—) movement 
In millions of tons 








Coal shipped to : 
Year. All dry cargo. neighbouring ha A — 
countries.” Z 
(1) (2) (3) 
1923 +51-0 +33-6 +17-4 
1924 +26-9 +23-6 + 3-9 
1925 +192 +165 + 2-7 
1926 —11-3 + 6:3 —17-63 
1927 +148 +16-2 — 1-43 
1928 +20-0 +16-2 + 38 
1929 +28-2 +22:7 + 55 
1930 +21-7 +21-8 — 01 
1931 + 8-6 +17:3 — 87 
1932 + 7-4 +14-2 — 68 
1933 + 49 +13-0 — 81 
1934 + 0-7 +11-3 —10-6 
1935 + 0-2 +113 —I1-1 
1936 —12-9 +11-4 —24-3 














1 Annual a of the Liverpool Steamship Owners Association. In the 1921 recession coal exports 
also fell to such an extent that more goods moved into Britain than out of that country. This 
occurred, however, at a time when the extreme shortage of tonnage resulting from the war came 
toanend. Although inward freights were obliged to pay a larger share of the costs of each round 
trip, the freight cost of goods moving to Britain fell 53%, that is, far more than import prices. 

2 Belgium, France, Ireland and the Netherlands. Annual Statement of the Trade of the United 
Kingdom, Vol. III. 

* The figures are affected by the British coal strike (May-October 1926). The period from 
June 1926 to March 1927 was a boom period in the United Kingdom. 


This change can in turn easily be traced back to a structural change in 
coal exports. From 1929 to 1931 the weight of dry-cargo imports fell 
only 8%, while exports (of which 79% were coal) declined 31%. British 
coal-mines had gradually become so depleted that the industry was no 
longer able to withstand world-wide competition from other fuels, in particu- 
lar, in the extra-European markets on account of the fact that the average 
depth of the British coal-mines had been pushed farther and farther down 
and operational costs increased. Demand for British coal was also subject 


1 W. Stanley Jevons, The Coal Question, 2nd. edition (London, 1866), pp. 253-4. 
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to a structural decline. In 1913 coal supplied 88°% of the world’s total 
power requirement; in 1929, 76%; in 1937, 70%; and in 1952, 55% 
only. The intimate causal relationship between the decline in the coal 
exports and the increase in the inward freight rates to the United Kingdom 
is reflected in the much greater rise in the inward freights from ports in 
South America and on Empire routes, where coal imports had fallen most, 
than from other overseas countries. 


Tasie VII 
United Kingdom—Ocean Freight Rates * 








Outward freight rates | Inward freight rates 
Ports of destination or origin. May 1931, as % May 1931, as % 
of May 1930 rates. of May 1930 rates. 
South America . , " : 62 175 
India ; : ; ; 80 134 
Mediterranean . ‘ 3 ‘ 99 87 








1 The Economist, June 1930 and June 1931. 


In the early phases of the depression, to the summer of 1930, the price 
of bulky goods at the world economic frontier had been well maintained in 
spite of falling prices in the British markets. From then onwards the price 
of bulky goods in the frontier countries took the lead in a drastic price fall. 
As examples, it may be mentioned that from May 1930 to May 1931 the 
gold-franc price of wheat in Buenos Aires fell 53°, in Liverpool only 44% ; 
the price of rice in Rangoon fell 52%, in London only 42%; the price of 
ground nuts in Madras fell 37%, in London only 29%.? In these circum- 
stances there was no reason whatsoever why the countries at the frontier 
should expand production and exports. Instead of the traditional widening 
of the frontier, a contraction could be observed everywhere. The triangular 
trade of all major trading countries declined.* The depressed industries in 
Western Europe and the Eastern United States received no stimulus from an 
increased demand from the frontier countries and the European dairy coun- 
tries. Thus, the Great Depression was the result of an explainable structural 
change which blocked the way for the exports moving through the channels 
of triangular trade that had usually led the way out of a recession. It is 
further established that this structural change was of such a nature (a one- 
time drastic decline in the British coal exports) that it is extremely unlikely 
that it will repeat itself. 

1 Computed for the United Nations Statistical Office by Nathaniel Guyol. 

® International Institute of Agriculture, op. cit., pp. 526-8. 

’ Estimates of the triangular trade in 1929 and 1931 have been computed by the League of 
Nations for 22 major trading countries (Review of World Trade 1933 (Geneva, 1934), p. 67). 
According to these estimates, the triangular trade of Belgium, Italy and the Netherlands showed an 
increase. The Belgian and Italian trade statistics did not reveal the destination of 19 and 27% 
respectively of the exports in 1929. This leaves a much too large margin of error. The triangular 


trade of the Netherlands fell according to a recomputation, based on more detailed data, from 610 
million gulden in 1929 to 484 million in 1931. 
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4. It appears from this multi-market trade analysis that those who think 
they are playing for safety in face of the risks of unemployment, deflation 
and austerity really take the greater risk when they fail to return to convert- 
ibility and greater freedom of trade. Asa result of their hesitation they leave 
no opening for additional exports through the channels of triangular trade, 
the best protection against a major economic depression and the safest way 
to long-term economic expansion. 

The comparative scarcity of the factors of production in the individual 
countries and the comparative advantage of large-scale production in the 
individual countries differ almost as much to-day as they did in the past. 
There is therefore a continuing reason for the production of many bulky 
goods at the economic frontier. As many of the products from these coun- 
tries to-day have to pay a major share of the round-trip costs of transport to 
the industrial centres in Western Europe (or the Eastern United States), 
transport costs to-day represent a larger share of their prices in London (or 
New York) than they did before the Great Depression. In years of recession 
when ocean freights are falling, many prices can therefore be expected to 
increase in the frontier regions. The fall in ocean freights is bound to take 
place in a recession because bulky raw materials for the investment industries, 
produced in the industrialised countries, are still responsible for a large share 
of all ocean transport of dry cargo. 

It is sometimes argued that an expansion in frontier countries is no longer 
going to lead to an expansion in the processing countries, with additional 
consequential exports to the major creditor countries, because the chain of 
multilateral trade appears to have been short-circuited and the traditional 
export surplus from the tropics to the United States has disappeared. This 
short-circuiting can, however, be traced back to the lack of convertibility 
of certain national currencies which prevents soft-currency countries from 
competing with hard-currency countries in the formers’ natural foreign 
markets.?, World-wide multilateral trade can therefore be expected to be 
restored when convertibility is re-introduced and trade barriers are lowered. 

The pattern of multilateral trade may be somewhat different in the 
future. The United States is now the world’s major creditor country. A 
frictionless transfer of dividends and interest to the United States from the 
countries of recent settlement and from Europe would depend on a successful 
restoration of the export surplus from these countries to the tropics and the 
export surplus from the tropics to the United States. 

The United Kingdom (together with other West European creditor 
countries) has, however, regained its position as a principal source of new 
private capital for foreign investment. This appears clearly when the re- 
investment of profits is taken into account. The outside world will now 
benefit from the existence of several alternative sources of capital supply. 

Processed agricultural products which used to be responsible for a large 


1 R. F. Harrod, “ Convertibility Problems,”’ The Financial Times, September 27, 1954. 
® Carl Major Wright, “ Effective Promotion of European Exports,” Skandinaviska Banken, 
Quarterly Review, January 1954, p. 9. 
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part of the expanding triangular trade may be of less importance in the 
future. The United States imports little of these goods, and in other coun- 
tries the demand for butter and meats is less elastic than it used to be. 
However, this need not jeopardise the operation of the payments mechanism 
in years of recession, because other commodities may take their place as new 
inventions and higher incomes develop. 

It is, however, an essential condition for the future contra-cyclical move- 
ment of triangular trade that trade barriers should be lowered. For that 
reason it is of the greatest importance that we should no longer “ lack an 
intellectual reconciliation between multilateral international trade based on 
a high degree of specialization and the concepts of . . . stable national 
economies.” 1 


United Nations, N.Y., U.S.A., 
and 
Elsinore, Denmark. 


Cart Major WRIGHT 


1 William Diebold, Jr., “‘ The End of the I.T.O.,” Essays in International Finance, No. 16, October 
1952. 











THE CONCEPT AND MEASUREMENT OF FOREIGN 
EXCHANGE RESERVES! 


I 


A country’s holdings of gold and of foreign currencies together constitute 
its foreign-exchange reserves, according to current usage. As will be noted, 
it is customary to make some exclusions or adjustments (e.g., according to 
the identity of the holder, or according to the liquidity or the convertibility 
of the assets), but a country’s gold and foreign currency holdings, somehow 
defined, are generally taken to constitute the financial resources relevant to 
its international economic relations. 

It will be argued in this article that a definition of reserves along the 
lines of current usage indicated above is not a fully general one; in particular, 
that it is not very accurate when applied to a country with convertible 
currency; and, indeed, that the concept of reserves becomes tenuous except 
under inconvertible conditions. 


II 


Classical and neo-classical theories of international trade have not 
accorded an important place to reserves other than those in monetary gold 
itself. Although that body of theory certainly addresses itself to the process 
of adjustment from one position of equilibrium to another, under the 
assumptions therein employed a disequilibrium in the balance of payments 
would exert itself directly on the exchange rate; the pressure would soon 
drive the rate outside the range of the gold points; and from that point on 
until the disequilibrium were corrected the excess of foreign payments over 
receipts would be a matter of gold movements. 

The concept of “ foreign-exchange reserves,” as well as the habit of 
maintaining them, is recent and belongs to the realm of disequilibria. If 
the hypothetical world consists of Country A and Country B which trade 
with each other, whose internal economies are static and whose international 
payments are balanced, foreign-exchange “ reserves’ would exist only to 
the extent to which we are willing to conceive of frictions in the model. 

In the real world the flow of payments between countries is not perfectly 
constant. Even when the flow of payments from Country A to Country 
B over the period of a year (so convenient to the balance-of-payments 
statisticians in each country!) is equal to the payments from B to A, differ- 
ences in timing of the various transactions require that working balances of 
the respective currencies be held. The economist does not look upon these 
working balances as reserves, but the statistician finds it impossible in prac- 


1 The author is the United States Treasury Representative in Germany. The views expressed 
are entirely those of the author and do not necessarily reflect those of the United States Treasury. 
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tice to separate them from those balances which we are about to examine. 
In the language of business-cycle analysis of an earlier day, working balances 
of foreign currencies are held to meet seasonal variations and minor frictional 
disturbances in the flow of payments. Foreign-exchange reserves proper, 
then, are those resources (over and above normal necessary working balances) 
which are acceptable in making foreign payments and which are available 
to meet requirements arising from cyclical disturbances or from a sustained 
scular dislocation in the external balance. The very word “ reserves” 
connotes this element of contingency. 

If reserves are defined functionally, as in the end of the preceding para- 
graph, as assets available to meet foreign-payments requirements, the 
specifications appear at first glance to be met if we identify reserves with 
gold holdings and holdings of foreign currencies on a gross basis. The 
measurement of gross holdings does indeed have much meaning and useful- 
ness. For a country contemplating how far its outpayments in some future 
period could exceed its receipts for that period, the amount of its gross 
holdings of others’ currencies and of gold may need to be adjusted by the 
amount of its own short-term liabilities to foreigners in the form of bank 
deposits, etc. ‘Thus the definition adopted by the International Monetary 
Fund states: ‘‘ A member’s monetary reserves mean its net official holdings 
of gold, of convertible currencies of other members, and of the currencies of 
such non-members as the Fund may specify.” * (Italics added.) 

In the definition employed by the Fund the gross holdings of reserves 
are adjusted and qualified in three respects: by the words “ net,”’ “ official ”’ 
and “ convertible.” Insertion of the word “net” is explained in large 
part by the need to provide a measurement which can be used in determining 
when the Fund’s own repayment requirements have to be met. As to the 
effect of a country’s “ currency liabilities’ to official institutions of other 
countries upon its ability to utilise the full amount of its gross holdings in a 
period of current-account deficit, no general answer can be given, the result 
depending largely upon what arrangements already exist or can be effected 
regarding these liabilities—in short, upon the prevailing convertibility con- 
ditions. ‘The term “ official ’’ holdings, although at the outset of the I.M.F. 
definition (paragraphs (a) and (b)) applied to the holdings of official agencies 
or institutions, is extended under appropriate conditions to include those 
holdings of other banks “‘ substantially in excess of working balances.” The 
key idea in this connection seems to be given by the term “‘central”’ holdings? ; 


1 The word “ may” is used intentionally, for two reasons. It is not certain that, in any 
temporary period of external accounts deficit, the country’s foreign creditors will call for the re- 
patriation of their holdings in the deficit country. In fact, if Country A is incurring deficits, 
Country B or some other is necessarily incurring surpluses, which could result in Country B actually 
increasing its holdings of A’s currency. Secondly, whether holders in Country B will be able to 
tecall their holdings in A during a period of current-account deficit in A will depend upon the 
conditions of convertibility generally and immediately prevailing in A. 

* Articles of Agreement, International Monetary Fund (United States Treasury, Washington, 1944), 
art. XIX, para (a). 

* Jbid., paragraph (5). 

No. 259.—VOL. LXv. 
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that is, those gold and foreign-exchange assets which are available to, and 
mobilisable by, the financial authorities. 

Under conditions of extreme balance-of-payments stringency and severe 
foreign-exchange control, it is to be expected that whatever foreign exchange 
accrues to the credit of the country will be required to be transferred to the 
control authorities. Even in countries where the external accounts are 
more nearly in equilibrium and the reserves more than minimal, if the 
currency is inconvertible a large proportion of the foreign-exchange holdings 
is likely to be in public hands, and the entire amount to be mobilisable. 

In a country with perfect convertibility and freedom from controls, 
however, the private banks are permitted to hold whatsoever balances of 
foreign exchange they choose.1_ Whether the assets which go to make up the 
foreign-exchange assets of the commercial banks (currency, bank balances, 
acceptances, foreign government securities) can be considered available, 
along with currently-earned foreign-exchange receipts, to meet currently- 
generated exchange liabilities is uncertain. So long as the assumed basic 
condition of exchange freedom prevails, any “‘ mobilisation ”’ of the foreign 
holdings of the commercial banks will, by definition, come about (if at all) 
not by control but by the operation of market forces. If conditions of perfect 
flexibility prevail in the exchange rates and in the respective interest rates 
and if there is perfect response (1.e., free from psychological or institutional 
influences) to these price changes, then the holdings which the banks or 
individuals own abroad will be offered in response to changes brought about 
by market forces. In a world made up of only a few freely-convertible cur- 
rencies and many more-or-less inconvertible ones, a world in which complete 
mobility of resources and price flexibility are not realised, these adjustments 
may be incomplete and slow. Thus, for a convertible-currency country, 
the term “ net official central ’’ reserves is not precise. 


III 


We come now to perhaps the most crucial feature in the concept of 
reserves—namely, which currencies shall be included in the measurement of 
a country’s reserves. A country in a relatively weak and uncertain balance- 
of-payments position must reckon on the possibility that, in any given 
prospective period, it may be called upon to make total payments to foreigners 
in excess of its total current receipts. In setting its course of internal and 
external monetary policy, a state which is in this situation in modern times 
computes and watches the amount of its available holdings of liquid assets 
usable in making payments on foreign account. As we observed at the 
outset, these assets are generally acknowledged to consist of gold and foreign- 
exchange holdings, or—in the words of the Fund—gold and the “ convert- 
ible ” currencies of other countries. Not knowing from whence the potential 
ill wind may blow, the authorities are often accustomed to limit their reckon- 


1 It should be noted that this has nothing directly to do with whether or not the domestic 
monetary system maintains the complete characteristics of a gold standard. 
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ing of reserves to balances in convertible currencies, although it would be 
freely admitted that holdings of inconvertible currencies may prove, ex post, 
to have fully served the reserve function in given instances. 

If we turn now to Mightyland, a country with a strong, convertible 
currency, the application of the reserve concept encounters difficulties. 
Apart from its holdings of monetary gold, the country’s reserves consist, 
according to prevailing usage, only of its holdings of short-term assets held 
in other countries. In some of these other countries exchange restrictions 
limit the transferability of the currency—especially transfers to or on behalf 
of Mightyland or other hard-currency countries. It is not uncommon for 
these inconvertible-currency countries to stipulate, in their trade and pay- 
ment-control regulations, that they will license exports only against payment 
in foreign currencies, and such rules are habitually enforced a fortiori with 
respect to hard-currency countries. Therefore, Mightyland would find itself 
circumscribed in trying to utilise its assets in such a currency in the event of 
a temporary deficit. In view of these and other reasons, financial institu- 
tions in Mightyland are not likely to acquire holdings in such inconvertible 
foreign currencies, except partly inadvertently. In any case, current prac- 
tice often dictates, as stated previously, that reserves are considered princi- 
pally to consist of holdings in hard currencies. 

In the extreme case in which Mightyland is the only country in the world 
with a convertible currency, then it would conform with current practice 
to define its reserves as composed only of whatever gold it happened to hold.? 
If its gold stock were not large and were to be sold for industrial purposes, 
coined into internally-circulating means of payment or sold to foreign pur- 
chasers, Mightyland would have no reserves at all. A world situation in 
which there is only one convertible currency is indeed the “ extreme ”’ case 
in a conceptual sense, but it has been substantially the prevailing situation 
for most of the past ten years. 

Let us examine a hypothetical example. The numbers below indicate 
the holdings of three countries: A, B and Mightyland. The first two have 


inconvertible currencies. 


Mightyland. A. B. 
Date 1 
100 gold 50 gold 50 gold 
100 Currency A 50 Currency B 50 Mightys 
Total reserves . . 100 50 100 
Date 2 
90 gold 50 gold 30 gold 
130 Currency A 50 Currency B 70 Mightys 
Total reserves. - 50 100 


Between Dates 1 and 2, Country B has sold 20 units of gold and acquired 
20 units of Mightys, a shift producing no change in calculated total reserves. 

2 E.g., see the article in International Financial Statistics, May 1954, pp. ii-v, wherein—not for 
purposes of calculations required by the procedures of the Fund as an organisation but for analytical 
purposes—the holding of gold by the United States is tabulated along with figures for gold and 
dollars held by other countries. 
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Mightyland has acquired additional amounts of Currency A, but since some 
gold was sold abroad, its total reserves, as defined, decreased. Suppose that 
between Date 2 and Date 3 the banks in Mightyland sold 10 units of gold to 
industrial consumers, receiving payment, of course, in Mightys. In that 
case, also, Mightyland’s declared reserves would be held to have fallen— 
even though the banks acquired in payment exactly the same convertible 
Mightys which banks in other countries accept and are willing to hold 
indefinitely, the same Mightys whose acquisition by banks in Country B had 
produced an increase in Country B’s reserves. To summarise: One counts 
gold as reserves in any country’s hands; inconvertible currencies in no 
country’s hands; and convertible currencies in every country’s hands 
except those of the issuing country. Such a result is surely incompatible 
with the concept of reserves in the functional sense of assets available and 
acceptable for making foreign payments. 


IV 


Although the ordinary definition of reserves in common usage patently 
does not prove meaningful when applied to a convertible-currency country, 
this should not be taken to mean that any simple suggestion can be offered 
for adjusting the definition. Mightyland’s own currency is one of the most 
acceptable means of payment it can tender internationally. In some sense 
and to some degree, it can consider its holdings of gold and foreign currencies 
supplementable by payments in Mightys. Yet—in what amount? It 
would be equally absurd to consider the entire domestic volume of money 
as part of the reserves available for foreign payments. In fact, a temporary 
balance-of-payments deficit might be met neither by reducing foreign- 
currency holdings nor paying out any presently-identifiable stock of Mightys 
but by newly-created credit. The “ harder”? it is, the more acceptable is 
a country’s currency abroad and the more flexible and varied the means by 
which it can, acceptably, be used to effect foreign payments. 

The foregoing does not mean, moreover, that the term reserves has no 
usefulness. It merely means that the concept and measurement of reserves 
are principally germane to the situation and problems of inconvertible- 
currency countries; and that considerable ambiguity is encountered when 
they are applied to convertible-currency countries or to inter-country 
comparisons involving both types. 

Weir M. Brown 
Bad Godesberg, 
Germany. 




















“ PRODUCT-ELASTICITIES OF SUBSTITUTION ” 
IN INTERNATIONAL TRADE 


In an article in the Economic Journat } Sir Donald MacDougall suggests 
a novel way of estimating the elasticity of substitution in the world market 
between exports of manufactured goods from America and from the United 
Kingdom.? His method differs from the conventional one in that it avoids the 
use of time-series and, therefore, the methodological difficulties associated 
with them. It provides estimates of the elasticity somewhat higher than 
those usually obtained * and, for this reason, may commend itself to many 
economists who have been concerned by the low values of some of the 
fundamental elasticities suggested by the standard estimates. The purpose 
of this note is to discuss whether MacDougall’s method can be regarded, in 
its own right, as providing a satisfactory estimate of the elasticity of substi- 
tution. 


Anecessary property of any econometric parameter, if it is to be of practical 
use, is that it should possess a clear and obvious meaning. It is a convenient 
starting point, therefore, to recall that, formally, the elasticity of substitution 


between two goods is defined by df log 2} / df log fst, where x, and x, are 
2 2 


the amounts of the two goods purchased and #, and #, their respective 
prices. This expression, originally formulated by reference to the in- 
difference surface of the individual consumer,‘ is intended to describe the 
responsiveness of demand to slight changes in prices. The parameter thus 
possesses the clear property that it is a special function of demand. If, for 
the individual, relative quantities demanded and relative prices are connected 


8 
by a relationship of the form a = 4(2) , the elasticity of substitution is 
2 2 
given by 8, which, in the normal case, would be expected to be negative. 


Taking logarithms of both sides, a linear relationship is obtained : 
log=2=logA+Blog . ... (I 
«aes +Paee (1) 


and it is common statistical practice to estimate the elasticity of substitution 


1 G. D. A. MacDougall, ‘‘ British and American Exports: A Study Suggested by the Theory of 
Comparative Costs,” Part I, Economic JournaL, December 1951; Part II, Economic 
Journat, September 1952. 

* Ibid., especially Part II, pp. 487 et seq. 

3 E.g., T. C. Chang’s estimate of the pre-war elasticity of substitution was only —0-3 (T. C. Chang, 
“A Statistical Note on World Demand for Exports,” Review of Economics and Statistics, Vol. XXX, 
pp. 113-14). MacDougall’s estimates are of an order approaching —3. 

4 J. R. Hicks and R. G. D. Allen, ‘‘ A Reconsideration of the Theory of Value,’’ Economica, 1934, 
p. 59 and pp. 198, 199. 
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by calculating the linear regression of logarithms of relative quantities on 
logarithms of relative prices. 

MacDougall approaches the problem of measurement somewhat 
obliquely from the standpoint of the theory of comparative costs which, 
when based on a labour theory of value and assuming two countries, states 
that “each will export those goods for which the ratio of its output per 
worker to that of the other exceeds the ratio of its money wage-rate to that 
of the other.”’1 To illustrate the working of this principle in practice, 
logarithms of relative quantities of each good exported from America and the 
United Kingdom in 1937 were plotted against logarithms of the relative 
output of each good per worker in America and the United Kingdom in 
the same year. ‘The scatter of points fell round a straight line with positive 
gradient. MacDougall’s conclusion from this association is important. He 
writes: “* There is . . . a tendency for each country to get a larger and larger 
share of the market the greater its comparative advantage, especially when 
allowance is made for varying relative wages. This is what we should expect 
when there are imperfect markets, non-homogeneous products and transport 
costs, and the data thus tend to confirm the labour theory of comparative 
costs when these more realistic conditions are introduced.” ? In order to 
include goods other than those for which productivity measurements have 
been calculated, MacDougall argues that, if prices in each country were pro- 
portional to direct factory labour used per unit of output, the plotting of 
relative export quantities against relative export prices would also show a 
linear relationship but with a negative slope. The empirical results obtained 
by calculating for each year 1922-38 the regression of logarithms of relative 
quantities exported on logarithms of relative prices are consistent with this 
view. For each year the linear regression coefficient has a negative value, 
and thereby supports “‘ what we should expect’”’ from the theory of com- 
parative costs operating in an imperfect world. 

MacDougall is therefore led to estimate the parameters in an equation 
of the same form as (1) above, not in the usual way using observations of 
relative quantities of some good exported from two countries at different 
points in time, together with the associated relative prices, but by using 
observations of relative quantities and relative prices of many different goods 
all referring to the same year. Presumably because of the similarity of the 
two basic equations, MacDougall suggests that the regression coefficient 
obtained by his method may be regarded as an estimate of the elasticity of 
substitution between exports of manufactured goods from America and the 
United Kingdom. He calls the parameter the “ product-elasticity of 
substitution.” 

The interpretation of this coefficient, however, raises important diffi- 
culties as soon as we try to relate it to the elasticity of substitution as defined 
above. It certainly does not measure the elasticity of substitution between 
the exports from America and the United Kingdom of any particular good 


1 Op. cit., Part I, p. 697. 
2 Op. cit., Part I, p. 708 (my italics). 
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because the regression relates to a mixed bag of 109 different goods. Nor can 
we regard the parameter as measuring the elasticity of substitution between 
two ‘‘ composite ”’ goods, one representing the typical basket of manufactured 
goods exported from the United Kingdom and the other representing the 
typical basket of manufactured goods exported from America because in 
the regression calculation all the relative quantity—relative price observations 
are treated as of equal importance, whereas in the actual pattern of trade of 
each country the relative importance of the goods may differ considerably. 
The meaning of the coefficient considered in terms of the elasticity of sub- 
stitution is, then, somewhat obscure, since it is not easy to see precisely what 
it measures. 

What at first sight appears to be a connection between the product- 
elasticity of substitution and the elasticity of substitution in the conventional 
form can be derived from the “‘ demand substitution ”’ and “‘ supply sub- 
stitution ’? curves which MacDougall introduces in order to discuss the 
possible bias inherent in his parameter.’ For any good, the former relates 
logarithms of relative quantities demanded from each source at given relative 
prices to logarithms of those relative prices, and the latter relates logarithms 
of the relative quantities of the good supplied from the two sources to 
logarithms of different relative prices. For simplicity each curve is assumed 
to be linear. The demand substitution curve for a given good may, there- 
fore, be regarded as a diagrammatic representation of the relationship given 
in equation (1) above, which, since it is connected with a measure derived 
from an indifference surface, must be regarded formally as a sort of demand 
function. ‘Then, following the procedure described earlier in this note, the 
slope of the demand substitution curve (given by § in the equation) can be 
regarded as measuring the elasticity of substitution in the conventional sense 
between exports of the given good from the two sources. In general, the 
curve will therefore be of negative gradient, 7.e., downward sloping. The 
supply substitution curve is assumed to slope upwards.? A diagram of the 
two resembles one of ordinary Marshallian demand and supply curves, and 
MacDougall seems to use them as such to determine equilibrium positions— 
“the observed points will lie at the intersection of the demand substitution 
and supply substitution curves for each product.’’* It is shown that a 
regression line fitted to such points will tend to underestimate the average 
slope of the set of demand substitution curves. The fact that the calculated 
regression line has a negative slope seems to be taken as evidence that it is 
primarily some function of demand conditions,‘ so that the “ product- 
elasticity of substitution ’’ emerges as some sort of average of the “‘ true ” 
elasticities of the products included in the analysis. Professor A. J. Brown 


1 Op. cit., Part II, p. 490. 

* The effect of downward-sloping supply substitution curves is, however, considered later in the 
article, op. cit., p. 492. 

5 Op. cit., Part II, p. 491. 

* Op.cit., Part II, p. 491: “‘ The fact that negative rather than positive slopes are obtained for the 
regression lines means, presumably, that the position of the demand substitution curves varies less 
from product to product than the position of the supply substitution curves.” 
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describes an earlier version of this measurement rather vaguely as “‘ a kind 
of mean ‘ static ’ elasticity of substitution.”’ + 

This attempt to relate the product-elasticity of substitution to the elas. 
ticity as conventionally understood is reasonable only if we may legitimately 
regard observed quantity—price transactions as being determined by unique 
demand substitution and supply substitution curves. But the assumption that 
such unique functional relationships exist is surely open to considerable doubt, 
Taking first the supply side; producers do not plan in terms of relative 
amounts supplied or of relative prices. A rival’s price and the amount he 
supplies are not, in general, relevant considerations when ex-ante supply 
schedules are considered. As MacDougall readily admits,? the supply 
substitution curve “is, of course, a simplification, since there may be an 
infinite number of pairs of prices that will give the same price ratio, and 
these different pairs of prices will normally lead to different ratios of quan- 
tities supplied unless the two national supply curves are related in some 
special way.” The same formal criticism can be made of the demand sub- 
stitution curves. Given the national income, different pairs of prices each 
giving rise to the same price ratio may lead to different ratios of quantities 
demanded unless the two national demand curves are related in some special 
way or are of some prescribed form.* The relationship of equation (1) 
derived from the individual’s indifference surface, and hence regarded as a 
quasi demand function, can only be applied in general to aggregate demand 
in very special and, possibly, artificial conditions.4 The ‘“‘ equilibrium” 
positions which the demand substitution and supply substitution curves 
** determine ”’ are not unique, but could correspond to an infinite number of 
combinations of actual quantities and actual prices. We may not reasonably 
deduce from such schedules that the regression coefficient calculated from 
the observed data measures an average of the elasticities of substitution of the 
109 goods included in the calculation. For the present purpose, the weak- 
ness of this approach is that since uniquely defined demand substitution and 
supply substitution curves do not necessarily exist as ex-ante determining 
schedules, there is no way of formally linking the product-elasticity of sub- 
stitution to the elasticity of substitution as customarily interpreted. 


It is, then, necessary that we examine the product-elasticity of substitution 
from a different viewpoint to see if, at least, it possesses properties which, for 
practical purposes, would justify its use as a substitute for the elasticity of 
substitution. To this end we must inquire whether it is a valid measure of 
the responsiveness of demand to changes in price. The clue lies in Mac- 
Dougall’s conclusion (noted above) that a relationship of the observed form 
between relative quantities and relative prices of different exports from two 
countries is “‘ what we should expect ”’ from the theory of comparative costs 

1 A.J. Brown, Oxford Studies in the Price Mechanism (Ed. T. Wilson and P. W. S. Andrews), pp. 97-8. 
2 Op. cit., Part II, p. 490 (footnote). 
3 This criticism also applies directly to the standard “‘ time-series ’’ technique. 


4 Cf. D. J. Morgan and W. J. Corlett, ‘‘ The Influence of Price in International Trade: A Study in 
Method,”’ Journal of the Royal Statistical Society, 1951, p. 308. 
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operating in an imperfect world. We would agree with this, but it is a note- 
worthy feature that the theory of comparative costs is always formally ex- 
pounded—at any rate in the first instance—from the supply side; countries 
export those goods for which they have a comparative advantage in pro- 
duction. MacDougall likewise tackles his problem from the supply side, 
as we have seen by relating relative quantities of exports to relative labour 
productivities and thence to relative prices. It is not, of course, suggested 
that the theory of international trade in an imperfect world can be argued 
in terms of supply conditions only, nor that MacDougall’s parameter is un- 
aflected by demand conditions. The product-elasticity of substitution must, 
then, be regarded as measuring a complicated set of influences from both the 
supply and demand sides,! though, having regard to the way in which it was 
obtained, it seems more obviously meaningful when interpreted from the 
supply side. It is not merely a bold step,’ but, surely, an illegitimate one 
to regard a relationship which demonstrates the effects of differing com- 
parative advantages in production as measuring also the elasticity of substi- 
tution, which is, conceptually, peculiarly a function of demand. 

As an experiment, the regression of logarithms of relative quantities on 
logarithms of relative prices was calculated for certain exports from America 
and the United Kingdom in the ‘“ Food and Drink” categories.* An 
examination of the results of the calculations tended to confirm the criticisms 
expressed above. The regression coefficients, together with those obtained 
by MacDougall for exports of manufactures in the same years, are given in 
the following table : 











Manufactures (MacDougall). Food and Drink. 
Year. 
No. of Correlation | Regression No. of Correlation | Regression 
items. coefficient. | coefficient. items. coefficient. | coefficient. 
1936 109 —0-67 —2-9 35 —0-57 —2:5 
1937 109 —0-65 —3-1 40 —0-62 —4-0 
1948 118 —0-34 —1-6 35 —0-22 —0-:7 


























The collection of goods used for calculating the “‘ Food and Drink” 
regression coefficients was extremely heterogeneous; it included various 
types of grain and grain products, meat, vegetables, vegetable oils and dairy 
products. Furthermore, some goods were included for which the headings 
in the export statistics of America and the United Kingdom were only 
roughly comparable. For these reasons the regression coefficients for the 


1 In a slightly different context the writer feels that the possibility of mixing supply and demand 
influences is present also in the standard time-series methods, though the influence of supply is 
seldom even discussed in the criticism of the empirical estimates. It is by no means clear why 
the regression of observed relative quantities on observed relative prices should necessarily be 
identifiable as a demand function. 

® Op. cit., Part II, p. 487. 

* I.e., Goods included in Class I, Food, Drink and Tobacco in the Annual Statement of Trade of 
the United Kingdom. ‘The data actually used related principally to foodstuffs. 
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two pre-war years (which clearly cannot be regarded as referring to a 
** typical ’’ food export, or even to a homogeneous family of food exports) 
‘ are, when considered as estimates of the elasticity of substitution, sur- 
prisingly high. As can be seen, in 1936 the regression coefficient for Food 
and Drink products was only slightly lower than that for Manufactures, 
whilst in 1937 it was substantially greater. But it would be unreasonable to 
conclude on the basis of such data that the elasticity of substitution between 
the exports of food products from America and the United Kingdom was 
as great or greater than that between exports of manufactured goods. It is 
doubtful whether, in general, exports of food products from America and 
the United Kingdom were directly competing goods in particular markets 
and, therefore, whether the elasticity of substitution in this context has any 
real meaning. 

Nevertheless, the results are meaningful in the context of the comparative- 
costs doctrine as it relates to the world market generally. For instance, an 
inspection of the graph of the data for 1937 suggests that the slope of the 
regression line is explicable in large part by the fact that in some cases (e.g., 
wheat and wheat products) America, because of her peculiar natural 
advantages, was able to supply many times the amount of the United King- 
dom at ruling prices, while in others (e.g., some meat, dairy and cocoa 
products) she did not possess such comparative advantages. But these are 
supply considerations relevant to different goods, and the resulting regression 
line tells us nothing directly about the demand elasticity of substitution for 
particular goods. 


We conclude that the product-elasticity of substitution is not formally 
analogous to the elasticity of substitution as customarily understood, nor can 
it be used as a satisfactory measure of the responsiveness of demand to changes 
in prices. MacDougall emphasises that the numerical results obtained by 
his method ‘ cannot be used to make precise forecasts,’’ ! 7.¢., of the effects 
of price changes on demand. But we may go further and suggest that they 
should not be used in connection with such forecasts at all because, funda- 
mentally, the measure is not relevant to a discussion of market demand. 


R. J. NicHOLSON 


University of Hull. 


1 Op. cit., Part II, p. 499. 
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“PRODUCT-ELASTICITIES OF SUBSTITUTION ” IN 
INTERNATIONAL TRADE: A REJOINDER 


Mr. NICHOLSON criticises that part of my article which attempted to 
measure elasticity of substitution between British and American exports of 
manufactures, and I am grateful to him for exploring further the logic of the 
method I suggested. I should like to comment on what I regard as the four 
main points he has raised. 


1. What am I trying to measure? The answer is, quite simply, 
the elasticity of substitution between British and American exports of 
a typical manufacture, or, more precisely, the unweighted average of 
the elasticities of the various products. The fact that the average is 
unweighted need not, I think, in itself worry us too much.! If it is at all 
near the mark, it should be possible, taking account of the different 
patterns of the two countries’ trade (for example, by using my sug- 
gested ‘‘ index of similarity ’’), to discover the order of magnitude of 
the elasticity of substitution between British and American exports of 
manufactures as a whole; and a rough order of magnitude is all that is 
required, or possible. 

2. My method assumes unique demand substitution curves, whereas 
relative quantities are affected not only by relative, but also by absolute, 
prices. I admit this freely. I said (p. 490) “‘ We must assume that, 
for each product, there is a relationship between relative price and 
relative quantity demanded.” But this assumption seems no less 
reasonable an approximation than many that are habitually used in 
this type of analysis, such as the assumption that elasticities are constant 
throughout the length of a curve; and Mr. Nicholson admits that his 
criticism “‘ also applies directly to the standard ‘ time-series’ tech- 
nique.” 

3. He argues that the theory of comparative costs is always formally 
expounded from the supply side and that the figures I used to demon- 
strate the effects of differing comparative advantages in production 
cannot also be used to measure elasticity of substitution, since this is a 
function of demand. But the theory of comparative costs must make 
assumptions about demand. The usual theory assumes perfect markets, 
homogeneous products and no transport costs. One country then 
gets the whole market when it has a comparative advantage, none of the 


1 It may be worth mentioning that, if the 109 products used in my calculation for the period 
1934-38 as a whole (p. 717) are weighted by the value of British plus American exports of each, 
the correlation coefficient is raised slightly and the regression coefficient goes up from rather more 
than —34 to about —5. The meaning of this calculation is, however, not entirely clear, and I am 
teluctant to lay much store by it as I do not wish to overstate the argument that long-run elasticities 
of substitution may be substantially higher than is suggested by some time-series calculations. 
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market when it has a comparative disadvantage, and the two countries 
share the market when neither has a comparative advantage. This, 
however, implies infinite elasticities of substitution and so assumes 
away my problem, that of measuring elasticity of substitution in an 
imperfect world where it is not infinite. 

My figures show not only how relative productivities affect relative 
prices but also an apparent relationship between relative prices and 
relative quantities sold which cannot, I think, be explained by supply 
considerations, and looks very much as if it had something to do with 
demand. But I did not ignore supply. I attempted to take account 
of various possible supply conditions by considering the bias that they 
might introduce into the estimates of elasticity of substitution. Mr, 
Nicholson argues that my “ product-elasticity of substitution must . . , 
be regarded as measuring a complicated set of influences from both 
the supply and demand sides.” Granted. But is he not here ignoring 
that part of my analysis which attempted to show that, except in the 
rather unlikely event that supply substitution curves sloped appreciably 
downwards, my figures would not overstate the elasticity of substitu. 
tion, but rather tend to understate it? 1 While, therefore, we are 
unable to get a precise figure for elasticity of substitution, it may be 
possible to find a lower limit; and this is of some importance if the 
lower limit is much higher than previous estimates. 

4. Mr. Nicholson, using my method, has found an apparently 
high elasticity of substitution in the field of foodstuffs and suggests that 
this discredits the method because the result cannot be true. But 
I should not be at all surprised to find a high elasticity of substitution 
for, say, the wheat and wheat products he mentions, or for many other 
foodstuffs, since the market is often fairly perfect and the products 
fairly homogeneous. Mr. Nicholson emphasises the heterogeneous 
nature of the collection of foodstuffs used in his calculation. But this is 
beside the point, since we are considering product-elasticity of sub- 
stitution. He seems to be confusing this with the fota/ elasticity of sub- 
stitution between United States and United Kingdom exports of food 
asa whole. The latter will certainly be small if the patterns of the two 
countries’ export trade in food are very different, but this would be 
looked after by my “‘ index of similarity.” 


The method I suggested for measuring elasticity of substitution, like all 


others so far tried, has many short-comings, but Mr. Nicholson has not, I 
think, added to the doubts I already had and which I expressed in the 
article itself. I still feel that the fundamental difficulty is the one I empha- 
sised on p. 487. We observed that, in a given period, where the relative 
price of product A was 1% lower than that of product B, the relative quantity 
of product A sold tended to be x% greater than that of product B. It is 
a bold step (a “ plunge” as I described it on p. 490) to conclude that a 


1 When account is taken of the bias due to errors of observation (see pp. 718-24). 








ose 


— oo > be ee lO 








1955] PRODUCT-ELASTICITIES OF SUBSTITUTION: A REJOINDER 449 


1% fall in a typical product’s relative price will tend to lead to an x% rise 
in its relative quantity. 

I hope that this exchange of views between us may help to clarify some 
of the problems involved and stimulate further study of the logic of the 
method suggested, as well as further search for other methods of estimation. 
It may well be that no completely satisfactory method will ever be devised. 
But it seems desirable to approach the problem from as many angles as 
possible so as to provide background information for those who, making full 
use of non-quantitative information as well, have to assess the probable 
results of changes in relative prices in particular circumstances. 

DonaLp MacDoucati 


Nuffield College, 
Oxford. 











TRADE IMBALANCE, GAINS FROM TRADE AND 
NATIONAL INCOME CHANGE 


THis paper examines the implications of foreign trade imbalance for: 
(i) measurement of the gains from trade; (ii) comparisons of real national 
income at different periods; and (iii) the multiplier analysis. 


I. TRADE IMBALANCE AND THE GAINS FROM TRADE 


The Classical economists were interested in obtaining a measure of varia- 
tions in the gains from foreign trade. While the theory of comparative 
costs was used to explain the reason for trade, the terms of trade were re- 
garded, with qualifications, as a measure of the gains from trade. This was 
the purpose for which J. S. Mill and Ricardo used the terms-of-trade con- 
cept.t_ Marshall applied the concept of consumers’ surpluses to the gains 
from trade. Consumers’ surpluses could not, however, be measured, and 
Taussig and Haberler discussed the use of terms-of-trade-indices as indicating 
changes in the gains from trade. In later discussion, however, specific 
consideration has not been given to the use of the terms of trade as a measure 
of the gains from trade. The recent analysis has been in terms of oppor- 
tunity costs and demand indifference curves.?, While such analysis reveals 
the possibility of improvement through the use of tariffs in the absence of 
retaliation, it provides no measure of an improvement or deterioration in 
the conditions of interchange. In applied economic analysis the assumption 
continues to be made that the changes in the terms of trade are of relevance 
from the gains from trade stand-point. It is necessary to re-examine the 
basis for the assumption. 

The terms of trade are considered to be significant from the welfare 
stand-point because they measure changes in the amount of imports a unit of 
exports can buy. Other things being equal, an improvement in the terms 
of trade would be assumed to imply an increase in welfare because more 
imports can be had than before without any change in exports. It is 
recognised that variations in the composition of trade create ambiguities. 
There is, however, another important type of ambiguity created by the 
existence of trade imbalance. 

This is seen if the method of construction of terms-of-trade indices is 
examined. The indices are usually of the price or barter type. The price 
terms of trade are derived by calculating the relative changes in export and 
import prices, and the barter terms of trade by calculating the relative 
changes in quantities of imports and exports. In both cases, only com- 
modity trade or, at any rate, flows of goods and services are taken into 


1 J. Viner, Studies in the Theory of International Trade, pp. 555-6. 
2 E.g., T. Scitovszky, “‘ A Reconsideration of the Theory of Tariffs,” Review of Economic Studies, 


1942. 
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account. The composition of trade assumed may vary, but generally 
either the base-year weighting (Laspeyres-type index) or the current-year 
weighting (Paasche-type index) is taken for all indices. It is useful, in the 
first instance, to write down the terms-of-trade indices of both Laspeyres 
and Paasche types. 

Let us write: 


fy price of imports in base year; 
q, quantity of imports in base year ; 
py» price of imports in later year ; 
q; quantity of imports in later year ; 
fy, price of exports in base year; 
q), quantity of exports in base year; 
p,, price of exports in later year; 
q;, quantity of exports in later year. 


Then the Laspeyres and Paasche price and barter terms-of-trade indices may 
be written as follows, on the convention that a rise denotes an improvement: 


Laspeyres price terms-of-trade index— 
Zpr'do . UPiJo _ =Xp1'Jo y, XPodo  isinter cil 








XPodo ° =Pofo ~XPi% XPo'Jo' 

Paasche price terms-of-trade index— 
=pr'qy . thn om Pot x Upy'q' ra: 
Xho9: © UPotr Ufo 2191 

Laspeyres barter terms-of-trade index— 
Xho a 2Po 91’ ss Poor x >po'Jo' . . . (3) 
=fhoJo Ufo Jo Xfo' 91 foo 

Paasche barter terms-of-trade index— 
2p191 QT =pr'9y' _ =p1'Go' - pity ney til 
2190  Xf1'Go 2190 2p1'% 














We will, for the present, ignore the composition factor. If there is trade 
balance in both the years or the degree of trade imbalance is identical, the 
price and barter terms of trade have the same value. If, however, the 
degree of trade imbalance changes between the two years, the price and 
barter terms of trade give different results. The ratio of the price terms of 
trade index to the barter terms of trade index in the current year will 
be equal to the ratio of the value of imports to the value of exports in the 
base year divided by the ratio of the value of imports to the value of exports 
in the current year. It becomes necessary to inquire into the significance 
of each of these indices. 

Taussig } considered this problem in relation to reparation payments. 


? Quoted in G. Haberler, Theory of International Trade, English translation (W. Hodge & Co.), 
p. 162. 
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He suggested that when an export surplus was necessary in the current year 
in order to finance reparation payments, the barter terms-of-trade index 
was a more suitable measure than the price terms-of-trade index. His 
argument was that exports used to pay reparations were a loss to the economy 
and that the price terms-of-trade index assumed that such exports were also 
available to buy imports. Haberler ? has criticised this argument by point- 
ing out that its application is too narrow. He suggested that in each case of 
imbalance, it was necessary to consider the reasons for the imbalance. It 
cannot be assumed that all exports which do not buy imports in a given year 
are a loss to the economy. Haberler did not, however, go on to consider 
the manner in which the terms of trade could be generally applied to measure 
the gains from trade. 

The fact of the matter is that the price terms of trade and the barter 
terms of trade are each constructed on an extreme assumption. The price 
terms-of-trade index assumes that full advantage is taken of the rates of 
interchange possible due to introduction of money as a commodity, but that 
money is not actually used in settlement. Exports are assumed to be 
converted into money and the entire proceeds used to buy imports. The 
barter terms-of-trade index is calculated on the assumption that exchange is 
only between goods; while prices affect the weights, a balance of trade 
after exploiting the possibility of interchange through money is not assumed, 
Exports in a period are assumed to exchange completely for imports in the 
period. Neither of the indices represents the terms of interchange on the 
basis of full settlement when there is trade imbalance. Thus, suppose that 
in the base year there is balance of trade and in the current year an export 
surplus. The price terms of trade will be higher than the barter terms of 
trade in the current year. This situation is, however, possible because in 
the current year gold is being imported or credits are being given. If it 
were necessary to ensure a balance in the current year, the initial reaction 
would be a deterioration in the price terms of trade and an improvement in 
the barter terms of trade. Whatever the final result, it is unlikely that the 
price and barter terms of trade will be at the same level with a balance as 
with trade imbalance. The fact of money import or export permits of a 
variation in the rate of interchange. 

A measure based on partial exchange cannot have significance as measur- 
ing the gains from trade. If the terms of trade are to provide a measure of 
the gains from trade, it is necessary to adjust the method of calculation so as 
to provide for complete interchange. This can be done only by including 
money flows specifically in the compilation of the terms-of-trade indices. 
Once this is done, the terms of trade could be used as a measure of the gains 
from trade on the basis of the Hicks—Scitovszky criteria for an improvement.’ 

The introduction of money flows into the construction of terms-of-trade 
indices in this manner brings us back to the composition problem. This 


1 Op. cit., pp. 162-5. 
2 J. R. Hicks, “‘ The Valuation of the Social Income,” Economica, 1940. 
T. Scitovszky, ‘‘ A reconsideration of the theory of tariffs,” Review of Economic Studies, 1942. 
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can be solved in the usual way by saying that the indices with each com- 
position set limits to the “true” value. The new commodity problem 
jn comparing a year of balance and a year of imbalance is not serious. 
This can be got over by expressing money in an extremely small quantitative 
wit. Then, for practical purposes, the value of money taken in the year of 
balance will be negligible. ‘The increased amount in the other year would, 
of course, be expressed as an increased quantity, the price remaining the 


same. 


II]. TRADE IMBALANCE AND COMPARISONS OF REAL NATIONAL INCOME 


The existence of foreign trade, and in particular the possibility of trade 
imbalance, has relevance to the discussion regarding comparison of real 
national income at different periods. ‘The distinction has been drawn in 
the national-income discussion between measures of consumer welfare and 
measures of productivity or production potential.! Itis necessary to examine 
how foreign trade can be fitted into these measures. 

Regarding the measure of consumer welfare, the possibility of trade 
imbalance suggests that private savings should be treated as postponement 
of purchase of consumption goods rather than as purchase of investment 
goods. ‘This corresponds to Prof. Hicks’ view in his original article and to 
Mr. Little’s view. The alternative course suggested by Prof. Kuznets has 
the disadvantage that a part of savings may finance an export surplus or 
that a part of investment may be financed by an import surplus. If invest- 
ment goods rather than savings are to be counted, specific account would 
also have to be taken of gold inflows and outflows. In regard to the foreign- 
imbalance part, at any rate, the assumption would have to be made that the 
motive for saving or dissaving is the desire to postpone or accelerate con- 
sumption. It would be more consistent to treat all savings as equivalent 
to postponement of purchase of consumption goods. 

In regard to the measure of production potential, the introduction of 
foreign trade creates serious difficulties. The relationship between produc- 
tion goods and consumption goods would be affected by variations in the 
trms of trade. This is so even if only consumption goods enter into foreign 
trade. Exported consumption goods would have to be regarded as producer 
goods which secure the imported consumption goods. The assumption 
would have to be made that the relation between marginal costs and prices 
is uniform not only within the economy but also in other economies in 
relation to goods entering into foreign trade. This is clearly a more difficult 
assumption to make. 

When there is trade imbalance, the production potential measure needs 
to take account of the flows of money. International currency is in this 


1 1. J. R. Hicks, ‘‘ The Valuation of the Social Income,” Economica, 1940. 2. S. Kuznets, ‘‘ On 
the Valuation of Social Income—Reflections on Prof. Hicks’ articles,’’ Economica, 1948. 3. J. R. 
Hicks, “‘ The Valuation of the Social Income—A comment on Prof. Kuznets’ reflections,”” Economica, 
148. 4. I. M. D. Little, “‘ The Valuation of the Social Income,” Economica, 1949. 
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context a producer good enabling acquisition of consumer goods in the future 
on more favourable terms as a result of postponement of consumption. 

The production potential measure, thus enlarged, becomes a producti: ». 
cum-exchange potential measure. The extension is clearly necessary. “he 
possibility of welfare afforded by given resources and techniques depends 
also on the scope for improvement through exchange with other economirs, 


III. TRADE IMBALANCE AND THE MULTIPLIER ANALYSIS 


While in regard to the analysis of the gains from trade and comparisons 
of real national income, money flows in foreign trade have been excludea, 
disproportionate importance has been attached to them in employmen 
theory. The effect of foreign trade on national income and employmeni 
has usually been discussed in terms of the multiplier analysis. This analysis 
assumes that foreign trade is neutral in relation to incomes when there is 
money balance and that a money export is deflationary while a money 
import is inflationary. The various foreign-trade multipliers take account 
of the relationship between exports, imports and income in money terms,! 

The theory of the multiplier as originally stated by Prof. Kahn ? was in 
real terms. It measured the relationship between the number of workers 
employed on investment and the final increase in employment. The 
corresponding money-income multiplier would have been obtained by 
weighting each unit of labour by the wage at which it was employed. 
Keynes’ multiplier in The General Theory of Employment Interest and Money 
was also ostensibly a real multiplier because it was in terms of wage- 
units. This is, however, a money multiplier, because no adjustment is 
made for the effect of changes in the wage-unit over the period on the relation 
between money investment or income and real investment or income. The 
method of conversion from money terms to real terms would be to apply the 
change in the wage-unit as deflator. The same deflator would be applied 
to both income and investment, and the result would be identical with 
that obtained with adoption of money values only. It is necessary for ade- 
quate deflation that the period taken be broken up into sub-periods in 
each of which the wage-unit is constant and the amounts of income and 
investment in money terms be converted into wage-units for every one of the 
sub-periods. The ratio of the total of income in wage-units so calculated 
to the total of investment in wage-units would give a real multiplier. Many 
of the later multipliers suggested do not approximate even to the extent of 
the General Theory multiplier to real terms. 

In relation to a closed economy, the limitations due to inadequate 
deflation are not as serious as when foreign trade enters the picture. In 
the case of a closed economy, there is at least no doubt as to whether invest- 
ment or dis-investment has taken place over a period. In the case of foreign 


1 E.g.,R.F. Harrod, International Economics, p. 121, F. Machlup, International Trade and the National 
Income Multiplier, J. Robinson, Essays in the Theory of Employment, p. 156. 
2 R. F. Kahn, “ The Relation of Home Investment to Unemployment,” Economic JourNAL, 193]. 
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trade, even the direction of the effect on income may be affected by the 
absence of deflation or by unsuitable deflation. Imports provide an off-set 
“sports, and it is the balance that is significant. Should the real balance 
}”'e a different sign from the money balance, the effect on money income 
andon real income of foreign trade may be in opposite directions. 

"This point may be illustrated by a numerical example. Assume that 
during the year under consideration the price of the wage-unit, used as 
de,ator, increased at the end of the first six months. If imports are con- 
centrated in the first half of the year and exports in the latter half of the year, 
itis possible that a money export surplus will be accompanied by an import 
aurplus in real terms. 

















| ee 
Period | Money | Money | Money | Wage- Real Real Real 
eriod. | exports. | imports. | balance. | sein i exports. | imports. | balance. 
| .. 
ithalf .  . 40 50 —o | 1 40 50 | —10 
2nd half ‘ ‘ 60 36 +24 | 3 20 12 | + 8 
Total | 100 86 +14 | 60 62 | —2 
t : | | 











The deflator problem is clearly of significance. Keynes adopted the 
wage-unit in the General Theory. In view of the “ money illusion,”’ this 
is likely to be “ stickier”? than most price indices. This is particularly 
so in relation to foreign trade. In the domestic field an increase in money 
investment and incomes which raises prices is likely to lead to at least some 
increase in money wage-rates and the real income multiplier with wage-unit 
deflator is likely to be smaller than the money income multiplier, even if 
larger than the real-income multiplier with wholesale-prices deflator. The 
wage-unit may, however, not vary at all in response to changes in export 
and import prices. Thus, a fall in import prices may be absorbed as an 
increase in real wages with no change in money wage-rates, and the wage- 
unit may not change. On the other hand, there may be “ autonomous ”’ 
changes in the wage-unit level due to collective bargaining, etc. It would 
probably be more appropriate to adopt as deflator a wholesale-prices index 
or a wage-goods prices index. From the foreign-trade point of view, the 
wholesale-prices index would be most suitable. It would reflect changes 
in both export and import prices. The appropriate weights would probably 
be share in consumption and not turn-over; the latter basis would give 
undue weight to commodities which go through a relatively large number of 
distributive stages. 

The consideration of imbalance in real terms is of significance in relation 
to the terms-of-trade concept. It would be useful to construct price terms- 
of-trade indices, taking account of goods and services only, on the basis of a 
“real” balance rather than a money balance. The assumption would be 
that exports are converted into the deflator commodity and the stock used 
to buy imports, rather than that exports are converted into money and the 





456 THE ECONOMIC JOURNAL [SEPT. 1955 


amount of money obtained is spent on imports. The variation in assumption 
affects the amount of imports assumed to balance the given level of exports, 
To obtain the price terms of trade on this basis, deflation will be necessary 
of the usual price terms-of-trade series by the ratio of the weighted-average 
deflator prices in regard to exports and imports in the base year or the later 
year, depending on whether base or later-year quantity weights are used, 
The Laspeyres and Paasche price terms-of-trade index would be written, 
respectively, as 

Xp1'Jo' x XpoJo_ x Po 

=p1Jo Xpoqo ~— Po 





¥ , > ’ , P 
ne Sia’ © Span * Py 


where Py, P,’, P, and P,’ represent the average prices of the deflator 
commodity in the base year (suffix 0) and in the later year (suffix 1) weighted 
by the distribution of the flow of exports (indicated by apostrophe) or im- 
ports during the period in question. 


V. K. RAmaAswamri 
Bombay. 

















TECHNOLOGICAL CHANGE, THE TERMS OF TRADE 
AND WELFARE? 


IT is our purpose in this paper to explore, in the context of an under- 
employed world economy with flexible rates of exchange, the relationship 
between technological change and the terms of international exchange. In 
the body of the paper we imagine that technological advances are confined 
toa single country «; the technology of all other countries, lumped together 
as 8, is assumed static. Further, we consider only the equilibria prevailing 
before and after the advances: the path from the old to the new equilibrium 
does not concern us. For the most part, then, our analysis is of a rather 
limited comparative static kind. In an appendix, however, the problem is 
generalised to embrace simultaneous technological advances in both « 
and 6. 

In Section I are set out our assumptions. Sections II-IV contain the 
analysis and main theoretical conclusions of the paper. In Section II we 
consider the possibility of a uniform technological advance in the *‘ domestic ”’ 
industries of a, the technology of all other industries being assumed static. 
In Section III we draw out the implications of a uniform technological 
advance in «’s export industries, technology in all other industries being 
assumed unchanged. In Section IV the results of the two preceding sections 
are combined as we consider the possibility of a simultaneous and uniform 
technological advance in all industries. In Section V we venture some 
remarks concerning the relation between changes in the terms of trade and 
changes in the “‘ welfare’ of the innovating country « and in that of the 
rest of the world 8. Finally, in Section VI our results are related to those 
ofa number of earlier writers. 

Throughout the paper our analysis will be referred to a general neo- 
Keynesian model of the international economy, set out in equation form in 
the Appendix. We shall make two assumptions, customary in this type of 
model, which enable us to simplify considerably our exposition: constant 
returns to scale and constant factor prices. The second of these assumptions 
does not appear to stand in need of an elaborate defence; indeed it might 
well be argued that constancy of factor prices is a necessary condition of 
under-employment equilibrium. The first assumption has little but 
analytical convenience and the weight of tradition to justify it. The 
assumptions have two important implications. First, when expressed in 
terms of home currency, costs of production and prices of home-produced 
goods are constant: all supply elasticities are infinite. Second, changes in 
the value of the national product are accompanied by roughly equal pro- 


1 T have benefited from the comments on an earlier draft by Dr. Carl Christ. 
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portional changes in employment.! Paradoxically, these features of our 
model are reminiscent of the Ricardian ‘“‘ fixed coefficients ’’ model of the 
fully-employed international economy. 

Competition in the export industries of both « and 8, and in the domestic 
industries of «, is assumed to be perfect. Abstraction is made from tariffs, 
trade and exchange restrictions, capital movements and debt service. 

We shall speak of ‘‘ exports’? and “imports”’ as though they were 
homogeneous quantities. Such a practice is justifiable only if all components 
of the export (import) bundle increase or decrease in the same proportion, 
Now one implication of our assumptions is that the relative prices of all 
exports (imports) of a single country are constant. Hence it would seem 
reasonable to assume that, at least in the neighbourhood of an initial position, 
the components of the export (import) bundle do increase or decrease in the 
same proportion. But any reader who remains suspicious of the practice 
may imagine that there is a single exported commodity and a single imported 
commodity. 

Throughout the paper we shall neglect any effect which improved 
efficiency in the «-industries, operating via the distribution of income, might have 
on total spending and on the distribution, between imported and home- 
produced commodities, of total spending. We shall assume, further, that 
total spending out of a given disposable income is invariant under changes 
in absolute and relative prices. It follows from these two assumptions that 
the money national incomes of « and £8 will be unaffected by changes in 
export, import and domestic prices. The analytical simplifications made 
possible by this circumstance will be apparent almost immediately. 

Without any loss of generality we may choose our currency and 
commodity units so that, initially, all prices, including the price of foreign 
exchange, are unity. 


II 


The Appendix contains a rigorous and direct mathematical derivation of 
the relation between the terms of trade and the various categories of techno- 
logical change. In the present and following sections we shall confine 
ourselves to a diagrammatic and verbal analysis of the problem. 

Let us define the terms of trade as the ratio of the price of «-exports to 
the price of «-imports. The concept thus corresponds to Taussig’s “ net 
barter terms of trade.”? The rate of exchange r is defined as the number of 
units of «-currency which exchange against a unit of 6-currency. Then, 
recalling our convention that initially all prices are unity, it is clear that 
changes in r are indicative of opposite changes in the «-terms of trade. 

The analysis, both in the present and in later sections, will be facilitated 
by reference to figures similar to Chart 1. Along the vertical axis is measured 
the rate of exchange; along the horizontal axis are measured the amounts 


1 The equality is only approximate, for changes in the value of the national product may be 
accompanied by changes in the relative importance of industries in which labour is not of uniform 
importance as a factor of production. 
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of foreign (8) currency demanded and supplied per unit of time.’ Under 
the assumption of infinite supply elasticities, and abstracting from capital 
transactions, the demand for foreign exchange is a direct translation of the 
demand by a-residents for 8-products. Normally, therefore, the curve of 
demand for foreign exchange will be negatively inclined. Under the same 
assumptions the supply of foreign exchange is derived from the demand by 


Rate of 
Exchange 











f- currency 
CHART | 


g-residents for a-exports. The relation between the latter pair of curves, 
however, is somewhat complicated. Let us denote by ng the elasticity of 


demand by @-residents for «-products, — i ak and by e the elasticity of 
the supply of foreign exchange, a Then it can be shown ? that 
(1) e = — (1 + 1) 


Thus the curve of the supply of foreign exchange is positively, negatively or 
vertically inclined according as the B-demand for «-exports is of greater than, 
less than or precisely unit elasticity. The supply curve of Chart | is drawn 
on the assumption of an elastic demand for «-exports (i.e., ng << — 1). 

The demand and supply curves of Chart 1 are drawn on the “ ceteris 
paribus ’’ assumption that the money national incomes of « and § are constant. 
That this is a reasonable assumption has been argued in Section I. 


1 The apparatus of curves of demand for and supply of foreign exchange has been employed by 
Bresciani-Turroni (‘‘ The Purchasing Power Parity Doctrine,” L’Egypte Contemporaine, 1934, pp. 
433-64) and G. Haberler ( The Theory of International Trade (London, 1936), p. 20), and systematically 
exploited by F. Machlup (‘‘ The Theory of Foreign Exchanges,’ Chapter 5 of Readings in the Theory 
of International Trade, ed. Howard S. Ellis and Lloyd A. Metzler (Philadelphia, 1949), reprinted 
from Economica, Vol. VI (New Series). 

2 Denote by S the supply of foreign exchange, by M the demand for «-exports, and by 7 the rate 
ofexchange. Then, remembering that the price level of a-exports is 1, 

sa M 


r 
Differentiating partially with respect to r, we have 
oS _ 1 6M _ M l 


or r Or r? 
Dividing through by S = “ and writing r = 1, we have 


1 aS _ 1 eM _ 
S Gr M @r 


1 
it,€= — (ng + 1). 
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The demand and supply curves prevailing in the initial situation are 
labelled, respectively, D) and Sy. Now we suppose that there occurs a 
significant improvement in the efficiency of «-domestic industries. Since 
factor prices are constant and the domestic industries are competitive, there 
must ensue a reduction of the prices of domestic commodities. What are the 
implications of this price-cut for the curves of demand for and supply of 
foreign exchange? It is clear that it can have no effect on the supply curve. 
The effect on the demand curve depends on the value of the cross-elasticity 
of demand for «-imports with respect to domestic prices. Let us denote this 
elasticity by 7,’. The sign of ,’ cannot be determined a priori, since the 
substitution- and income-effects of the price-cut pull in opposite directions, 
However, one would expect that normally the substitution-effect would 
dominate the income-effect and that yn,’ would be positive. In that case 
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the effect of the price-cut is a uniform contraction of the curve of demand for 
foreign exchange, a fall in the rate of exchange and an improvement of the 
a-terms of trade. 

However, outcomes other than that illustrated by Chart 1 are possible. 
Additional possibilities are illustrated by Charts 2 and 3. Both charts depict 
a negatively inclined supply curve. If, at their point of intersection, the 
algebraic slope (referred to the vertical or price axis) of the supply curve is 
greater than that of the demand curve (Chart 2), the outcome is again a fall 
in the rate of exchange, an improvement of «’s terms of trade. If, however, 
the relation of the slopes is reversed (Chart 3), the outcome is also reversed. 
But Chart 3 depicts an unstable equilibrium in the market for foreign 
exchange. Hence, if we make an exception of this case, and neglect the 
possibility of 7,’ <0, there remains only one possible outcome: a decline 
in the rate of exchange and an improvement of the terms of trade. 

These results may be formalised. Referring to equation (1), it is clear 
that Charts 1 and 2 illustrate the case 


(2) — (1+ 1) > ta; t€., 1 + a + 12 < 0 
where 7, is the elasticity of demand for «-imports. Similarly, Chart 3 
illustrates the case 


(3) — (1 + 8) < Ma, i... 1+ Ne + 2 > 0 
It can be shown that, for the model employed in this paper, (2) is a 
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necessary and sufficient condition of exchange stability. It is shown in the 
Appendix that 

() EH yes 

dp 1+ + 18 

where » represents the a-terms of trade and p represents the price of 
a-domestic commodities. Thus if 7,’ >0O and (1 + ny, + ng) < 0, then 
: < 0 and, the case of technological advance, (- i) > 0. 

Finally, we may note a result derived in the Appendix. [If efficiency 
improves simultaneously in the domestic industries of both « and 8, then 


(5) qe _ ta — hag 
dp (1 + Ya + np) 
where k is the ratio of the rate of advance in § to the rate of advance in «, 
and yg’ is the cross-elasticity of demand for {-imports with respect to 
g-domestic prices. Assuming exchange stability, the net outcome depends 
on the values of k and of the two cross-elasticities, 7,’ and ng’. If n.’ = n@’ 
(both assumed positive), the outcome depends entirely on the value of f, i.e., 
the terms of trade move in favour of the more progressive country. 


III 


Now we suppose that there occurs an improvement in the efficiency of 
the #-export industries. Since factor prices are constant and the a-export 
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industries are competitive, there must follow a reduction of «-export prices 
(quoted in a-currency). What are the implications of this price-cut for the 
curves of demand for and supply of foreign exchange? Let us consider 
first the supply curve. It is clear that, from the point of view of 8-residents, 
the decline in «-export prices would be exactly offset if there were a pro- 
portional decline in the rate of exchange. Hence the effect of the price-cut 
isa uniform percentage-wise downward movement of the entire supply 
curve. We may suppose that its new position is that of the S,-curve of 
Chart 4, PQ ~ (PT = 1) representing the proportion by which «-export 
prices are cut. The effect on the demand curve is more complicated. If 
the exchange rate were to fall in proportion to the cut in «-export prices, the 
prices (expressed in a-currency) of a-imports and «-exports would be 
restored to their initial relative levels. One might be tempted, on that 
account, to argue that the D,-curve should be displaced in a downward 
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direction by a proportion similar to that by which the Sp-curve was depressed, 
The argument would be mistaken. For while the import and export prices 
would be restored to their initial position relative to each other, there would be 
an absolute decline in the prices both of imports and exports. Given money 
national income, this decline implies an increase in the demand for «-imports, 
and hence a movement to the right of the curve of demand for foreign 
exchange. The final position of the demand curve conceivably could be 
to the right of Do, but is more likely to be slightly to its left. Its final position 
depends on the value of the cross-elasticity of demand for «-imports with 
respect to export prices. Let us denote this elasticity by ,'’.. Now normally 
Na > 0, i.e., — He’’ < 0, and the effect of the technological advance will be 
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a decline in the demand for «-imports and, hence, in the demand for foreign 
exchange. This normal case is illustrated by Chart 4. 

It is clear that in the case illustrated by Chart 4 the rate of exchange will 
fall, but by a proportion somewhat less than the fall in price of «-exports. 
The extent of the fall depends not only on the value of 7,’’ but also on the 
elasticity of the supply curve, i.e., on the value of — (1 + yg) (equation (1)). 
The fall in the rate of exchange is indicated by PR, which is less than PQ. 

But this is not the only possible outcome. Further possibilities are 
illustrated by Charts 5-8. All four charts show negatively inclined supply 
curves, implying an inelastic demand by 6-residents for «-exports. It is 
clear that the rate of exchange may rise, remain unchanged, fall less than 
the price of «-exports or fall further than the price of «-exports, the outcome 
depending on the relative inclinations of the demand and supply curves. 
Chart 8, however, illustrates an unstable market situation. If we make an 
exception of this case, there remain three possibilities: the rate of exchange 
may rise, remain unchanged or fall less than the price of «-exports. 
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These results may be formalised. It is shown in the Appendix that 


dr Ne 1 — »,” + 
(6) da 1+ a+ 1 


where z is the price of «-exports, expressed in «-currency. Assuming that 
the market for foreign exchange is stable, i.¢c., that 1 + , + ng <0, the 
outcome of a cut in the price of «-exports is determined by the sign of the 
numerator of (6). Turning to the terms of the numerator, it is evident 
that normally ng < 0, the income- and substitution-effects of an increase in 
the price of 8-imports working together against $-imports. The sign of y,’’, 
as we have seen, is ambiguous, since, as far as «-imports are concerned, the 
income- and substitution-effects of an increase in the price of «-exports 
normally work against each other. But regardless of the sign of »,’’, it is 


dr 
zero. ‘The first possibility is illustrated by Chart 7; the second by Charts 4 
and 5; and the third by Chart 6. Charts 4 and 5 are distinguished by the 
sign of (1 + mg) (see equation (1) above). 

The preceding paragraphs have been in the nature of a digression. It 
is time to return to the problem of defining the relation between the terms 
of trade and a cut in the price of «-exports. Under our assumptions con- 
cerning initial prices, we may write 


clear that (1 — y,’” + mg), and hence (- 2), may be positive, negative or 


7 
(7) Pe 
, , Ar , : 
and, as an approximation, Ay = ee ee Ar. Because all prices are 1, this 
becomes 
(8) Ap = An — Ar 


Now we have just argued that, if the market for foreign exchange is stable, 
Ar > Ar. Hence Ayu 20 according as the price of «-exports increases or 
decreases. In othe: words, the terms of trade always move against the 
country which becomes more efficient in the production of its export 
commodity. 

This result, too, may be formalised. It is shown in the Appendix that 


d . 
(9) wt t 


dr 1+ 2+ np 


Because in the case of 7,’ the income- and substitution-effects normally 
work against each other, one would expect that normally »,’’ is numerically 
smaller than 7,, 7.¢., 


ur 


(10) Na + 92" <0 
Hence, if the market for foreign exchange is stable, 
(11) de. 9, 


dx 
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Finally, we may note a result derived in the Appendix. If efficiency 
improves simultaneously in the export industries of both « and , then 


(12) du _ (nx + 70"") — k(np +12") 
dn (1 +t + ”a) 


where 7,” is the cross-elasticity of demand for f-imports with respect to 
8-export prices. Assuming exchange stability, the net outcome depends on 
the values of k, of the two direct demand elasticities and of the two cross- 
elasticities. Only if (yj. + 7a’) = (ng + ng’) does the outcome hinge on 
k, the measure of the relative progressiveness of « and (6. 


IV 


We turn to the possibility that both types of technological advance occur 
simultaneously. We need not spend much time on this case, since it is 
intuitively clear (and proven rigorously in the Appendix) that the effect on 
the terms of trade is the simple sum of the effects of each type considered in 
isolation. Employing the symbolism of earlier sections, 


dp Na +a +e’ 
(13) dr 1 +a +72 


where z now represents the general price level of «-commodities, expressed 
in a-currency. 
In the absence of assumptions more restrictive than those made so far, 


the sign of 3 is indeterminate. In effect, the numerator (yn, + yx’ + 7”) 


of (13) represents the effect on the «-import demand of a uniform increase 
of all prices—import, export and domestic. Such a price increase is equiva- 
lent to a decline of disposable income. Hence, unless «-imports, considered 
as a group, are inferior goods, (yj. + 7a’ + 74’) will be negative. If 


(na + a’ + qa’) < 0, then i > 0 and, the case of technological advance, 


( _ *) <0. In other words, a uniform and simultaneous technological 


advance in all «-industries will normally give rise to a deterioration of the 
a-terms of trade. 
Finally, we state a more general result which is derived in the Appendix. 
If there is an improvement in the efficiency of all industries, in both « and 
8, then 
(14) du —_ (Ne + Ne’ +> Na’) ae k(n + ne + n,") 
7 (1 + a + 78) 





Assuming exchange stability, the net outcome of the advances depends on 
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the values of k, of the two direct import-demand elasticities and of the four 
cross-elasticities. Only if (m2 + 4’ + m2’) = (ms + yp’ + 2’) does the 
outcome hinge on k, the measure of the relative progressiveness of « and 8. 


Vv 


Care must be exercised in drawing welfare conclusions from the analysis 
of the preceding sections. It is possible, however, to formulate a few 
generalisations of interest. Sub-sections A, B and C of the present section 
correspond to Sections II, III and IV above. 

A. We have seen that, normally, an increase of efficiency in the a- 
domestic industries will give rise to an improvement of the a-terms of 
trade. As a result, all «-residents are, at least potentially, better off: the 
aggregate disposable money income of a-residents is unchanged (see 
Section I), the prices of a-export commodities are unchanged, and the 
prices of a-domestic goods and of «-imports have fallen. 

It is possible, of course, that individual «-residents may suffer. Consider 
the owners of a factor of production which is specific to the «-export 
industries. If the outputs of those industries fall, the extent of the un- 
employment of that factor will increase. Exports will be choked off by the 
appreciation of the rate of exchange; and even the home demand for 
export commodities will decline if, as is likely, the cross-elasticity of home 
demand for exported goods with respect to the price of domestic commodities 
is positive. Thus an intensification of the unemployment of factors specific 
to the export industries is probable. In that event one could say unam- 
biguously that « is made better off by the technological advance only if the 
owners of the newly unemployed factors are compensated by those who are 
made better off, viz., the owners of those factors which remain in employ- 
ment and benefit from the lower prices, and those who are newly employed 
in the domestic industries. 

Turning our attention to 8, it is clear that the outcome of the techno- 
logical advance in « is quite unfavourable: the aggregate disposable money 
income of 8-residents is unchanged, the prices of domestic and export 
commodities are unchanged and imports are more expensive. Most £-resi- 
dents are made worse off by the higher prices of imports. 

Some {-residents may be made better off by the change. In particular, 
the owners of factors newly employed in the expanding {-export industries 
will be in a more favourable position than before the change. But this 
select group could not compensate the majority, who are worse off. 

B. The welfare implications of technological advance in the a-export 
industries are more complex. 

In that case, all @-residents are, at least potentially, better off as the 
result of the favourable change in the terms of trade: prices of 6-exports, 
expressed in 8-currency, do not change, import prices decline, and disposable 
money income is constant. Since the prices of 8-products, and total expendi- 
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ture on $-products, are constant, it is reasonable to assume, as a first approxi- 
mation, that the output of each $-product is constant; that, as a result, there 
is no change in the distribution of money income in #; and, hence, that all 
@-residents are in fact made better off by the change in the terms of trade, 
thus obviating the necessity of making compensation payments. However, 
it is possible that, in the view of £-residents, some $-exports are strong 
substitutes in demand for 8-imports, the prices of which have fallen. The 
demand for such exports will decline. There will ensue a decline in the 
absolute and relative share of 8’s national income accruing to those factor 
classes which are employed with greatest intensity in the declining industries, 
The newly-unemployed members of each factor class will have to be com- 
pensated. If the redistribution is sufficiently marked, the collective pur- 
chasing power of the members of a factor class may shrink. But, even if 
these possibilities do eventuate, those who benefit from the improved terms 
of trade could compensate the losers and remain better off than before the 
change. 

The outcome for « is less clearly defined, and does not lend itself to such 
sweeping generalisations. There are two cases to be considered. If 
(1 — ne’ +s) <0 (Equation (5) and Charts 4-6), then the rate of 
exchange either falls or remains at its initial level, in which case the prices, 
in «currency, of «-imports fall or, at worst, remain at their initial level, 
Thus, in this case some prices fall, none rise; « is better off in precisely the 
same sense as that in which @ is better off: the gainers could compensate the 
losers and remain better off than before the change. If, on the other hand, 
(1 — a’” + yg) > 0 (Chart 7), then the rate of exchange rises, resulting in 
an inflation (in terms of «-currency) of import prices. In this case some 
prices rise, others fall. Whether or not compensation of those who lose 
could be effected depends on the preferences of «-residents between imported 
and exported commodities and on the extent of the price changes. 

To summarise, 8 always is made better off (in the sense indicated above) 
by improved efficiency in «’s export industries; « sometimes is made better 
off, sometimes worse off. This conclusion must be regarded as something 
of a paradox. 

C. We consider, finally, the welfare implications of a uniform techno- 
logical advance in all a-industries. We have seen, in Section IV, that 
normally the terms of trade will move against a. 

The analysis of @’s position is, in detail, identical with that provided in 
sub-section B and need not be repeated. In general, all $-residents are, at 
least potentially, better off as the result of the change in the terms of trade: 
prices of B-exports and of 8-domestic goods do not change, import prices 
decline and disposable money income is constant. The qualifications of this 
general position necessitated by the redistribution of income have been set 
out in B. 

As in B, the outcome for « is less clearly defined and does not lend itself 
to sweeping generalisations. Again, there are two cases to be considered, 
that in which the rate of exchange falls or remains unchanged, and that in 
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which it rises. Comparison of (4) and (5) suggests the following formula, 
which is derived rigorously in the Appendix: 


dr _1—.' — 2" +, 
t) a Tt. 


If (1 — nx’ — ya’” + ng) <0, the rate of exchange either falls or remains at 
its initial level. In that case, the prices, in a-currency, of «-imports fall or, 
at worst, remain unchanged. Thus, in this case some prices fall, none rise; 
ais better off in the same sense as that in which § is better off: the gainers 
could compensate the losers and remain better off than before the change. 
If, on the other hand, (1 — »,’ — 7.’’ + ng) > 0, the rate of exchange rises, 
resulting in an inflation, in terms of «-currency, of «-import prices. In this 
case some prices rise, others fall. Whether or not compensation of those who 
lose could be effected depends on the preferences of «-residents between 
imported and exported commodities and on the extent of the price changes. 
To summarise, 8 always is made better off by a general improvement of 
efficiency in «; « sometimes is made better off, sometimes worse off. 


VI 


The questions raised in this paper have excited the interest of a number 
of international trade theorists, including J. S. Mill, Edgeworth, Nicholson, 
Bastable and Ohlin. In this Section we note briefly the points of similarity 
and dissimilarity between their conclusions and those of the present paper. 

Mill, in his well-known chapter on International Values, concluded that 
a technological improvement confined to the export industry of a single 
country, say «, would turn the terms of trade against that country and, 
further, that the proportion in which the terms of trade would change would 
be greater than, equal to or less than that in which the cost of producing 
the commodity changed according as the elasticity of overseas demand for 
for commodity was less than, equal to or greater than unity. This conclusion, 
which was affirmed by Edgeworth, Bastable and Ohlin,? is valid for the 
special case in which the cross-elasticity of demand for «-imports with 
respect to the price cf the «-export commodity, ,’’, vanished (equation (9)). 
In that case we have 

du = 

(18) dr 1+. +8 

whence + =1 according as yng=— 1. Otherwise Mill’s conclusion is in- 


applicable. 
It was for Edgeworth to state explicitly the welfare implications of Mill’s 


1 J. S. Mill, Principles of Political Economy, Book III, Chapter XVIII, § 5. 
* F. Y. Edgeworth, ‘“‘ The Theory of International Values,’’ Economic JourNaL, Vol. IV, pp. 
40-2, and ‘‘ On a Point in the Pure Theory of International Trade,”’ Economic JourNaL, Vol. IX, 
pp. 125-8; C. F. Bastable, The Theory of International Trade, 4th ed. (London, 1903), Appendix C, 
§2; Bertil Ohlin, Inter-regional and International Trade (Cambridge, 1933), pp. 517-18. 
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analysis and, in particular, to point out that the innovating country may be 
made worse off by the innovation, even if the residents of that country 
consume their export commodity.1 These implications were established 
rigorously by Bastable,? who concluded, further, that 


** Where the gain from the improvement was greater than that from 
foreign trade, detriment to the country exporting the article now made 
cheaper was impossible. It is only where the benefit from improvement 
is smaller than the advantage of interchange that loss could result from 
ts 


Vil 


Under the assumptions outlined in Section I, and taking for granted 
that the market for foreign exchange is stable, we have reached two con- 
clusions of some generality. First, unless the technological advance is 
confined to domestic industries, the terms of trade always move against the 
progressive country. Second, unless the technological advance is confined 
to domestic industries the unprogressive country always benefits from the 
change in the terms of trade; the progressive country sometimes benefits, 
sometimes suffers. In this final section we seek to guard against possible 
misinterpretation of the results, the product of failure to bear in mind the 
special assumptions on which they are based. 

It does not follow that, because the terms of trade have moved against it, 
a country must be relatively unprogressive. Trends in relative tariff levels, 
in exchange and trade restrictions, in relative degrees of monopoly, in capital 
movements and in debt services, all have an important bearing on move- 
ments of the terms of trade. 

Nor does it follow that it is a matter of indifference to a country whether 
or not it becomes more efficient in the production of its export commodities. 
The plausibility of such an inference stems from the assumption that, over 
time, improvements in the efficiency of a country’s export industries as 
often cause a deterioration of welfare as an improvement. But typically 
the manufactured exports of a country face competition from close sub- 
stitutes produced by several other countries; in the case of many staples 
the substitutes are almost perfect. This consideration suggests that the 
demand for the products of any single trading country is likely to be elastic 
—the smaller the country, the more elastic the demand—and that an 
improvement in the export industries of that country is likely to result in 
an enhancement of its welfare. 

1 Edgeworth, Economic JournaL, Vol. IV, p. 40. Nicholson (The Principles of Political Economy 
(London, 1897), Vol. II, Book III, Chapter XXVII, § 8) attacked Edgeworth’s conclusion on the 
ground that it was based on the unrealistic assumptions: (i) that the residents of the innovating 
country did not consume their export commodity; and (ii) that the amount of labour devoted by 
the innovating country to the production of its export commodity was fixed. The attack failed 
since Edgeworth in fact did not employ assumptions (i) and (ii); nor are they necessary to his 
conclusion. (Edgeworth, Economic Journat, Vol. IX, pp. 125-8.) 


2 Bastable, loc. cit. 
3 Bastable, op. cit., pp. 186-7. 
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Finally, it does not follow that a country should concentrate on improving 
the efficiency of its domestic industries. Throughout this paper we have 
treated technological change as autonomous and costless. In practice, it is 
the product of costly research. There are no a priori grounds for believing 
research to be more fruitful in domestic than in export industries. 


Murray C. Kemp 
McGill University, 
Montreal, Quebec. 


APPENDIX 


Our purpose in this appendix is the rigorous derivation of the results of Sections 
II-IV. In Section AI of the Appendix we derive the results of Section II, in 
Section AII those of Section III and in Section AIII those of Section IV. 

The static model of the world economy implicit in the discussion of the text is 
partially described by the following system of equations: 


( y =e (7, 7, p, 9) +M (T, Il, P, Y) 
Y=E (T, Ml, P, Y) + 1m (r, z, p, 7) 
™ (7, 7, Ps ¥) = aM (T, Il, e; Yr) 





(A0.1) 4 a“ 
T=a/r 
B= alr 


In this system, the symbols have the following interpretations : 


y = the national product of «, valued at factor cost and expressed in «- 
currency ; 
Y = the national product of 8, valued at factor cost and expressed in 8- 
currency ; 
e = the total spending in « on home-produced commodities, expressed in 
a-currency ; 
the total spending in 8 on home-produced commodities, expressed in 
B-currency ; 
m = the volume of «-imports ; 
M = the volume of 8-imports; 
r = the number of units of «-currency which exchange against a unit of 
B-currency ; 
7 = the price of «-imports, expressed in a-currency ; 
T = the price of $-imports, expressed in $-currency ; 
7 = the price of a-exports, expressed in «-currency ; 
II = the price of $-exports, expressed in 6-currency ; 
p = the price of «-domestic commodities, expressed in a-currency ; 
P = the price of 6-domestic commodities, expressed in $-currency ; 


#4 = the «-terms of trade. 
No. 259.—VOL. LXxv. BS 
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The first three equations of (AQ.1) express conditions of equilibrium; the fourth, 
fifth and sixth are definitions. Of the equilibrium conditions the first two state 
that the national product must be equal to total spending on home-produced 
commodities, the third states that the demand for and supply of foreign exchange 


must be equal. 

Without loss of generality currency units may be chosen so that, initially, 
r= 1. Similarly, quantity units may be chosen so that, initially, all commodity 
prices are unity. It follows that, initially, 


(A0.2) rf=Tt=a7=p=o T= l= P=! 
and 


(A0.3) m=M 


The assumptions of Section I imply a number of restrictions on the functioss 
e, E,mand M. In particular, we have assumed that total spending, in « and in 
8, is invariant under changes in absolute and relative prices. Now total spending 
in «, expressed in «-currency, is equal to [e + 7m]; total spending in §, expressed 
in ®-currency, is equal to [E + TM]. Hence, we have, as implications of the 
assumption, the following identities : 


° Te + 7m] =e, +m, +m=0 
0 

3, Le +7m] =e, +m, = 0 

a 

Gp le + 1m] = > +m =O 
(A0.4) : 3 
ap lE + TM]= Er +Mr +M=0 
0 
ay LE + TM] = En +My = 0 
5, [E + TM] = Ep +Mp =0 





In (A0.4) and below subscripts indicate partial differentiation. 


Al 


Each equation of the system (A0.1) is an identity in 7 and p. Now we have 
remarked in Section II that technological progress in the «-domestic industries 
may be represented by a decline in p. Hence, to find the effect, on other variables 
of the model, of technological progress in the «-domestic industries, we must 
differentiate through (A0.1) with respect to p. The differentiation yields a 


svstem of six linear equations in the unknowns y a7 dr aT dn dil aP dr and 
‘ q dp’ dp’ dp’ dp’ dp’ dp’ dp’ dp 


i: Recalling (A0.2), this derived system may be written 
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— 
(1 “”) do ad ’ “ee 
dr dn all dP 4 
ed’ (p, + M) a Se *s = 6, 
d dY d 
my (1 = Er\= +m, 7 + 
dT dr all dP 
it +m ++i +hee = = 
d_ y,4t case ee 
(Al.1) my, dp My; dp + (m + m,) dp Mr dp + 
dn ail dP 
a MS Mae ee > ay 
dr dtl of ai 
dp dp dp 
dT adn dr 
’ > “ne leis 
dr dm du 
, ies oe — 
dp dp * dp 





This, of course, is not a complete system and must be augmented before solution 
is possible. Now if technology in the 8-domestic industries is advancing at a rate 
equal to & times that of the «-domestic industries, we must add the relation 


dP 
dp 


Further, the assumption of static technology in the «- and $-export industries is 
expressed by the relations 


(A1.3) 


(A1.2) =k 


dn aM 
dp dp 

Adding (Al.1), (Al.2) and (A1.3) we obtain the system (A1.4) of nine linear 
equations in nine unknowns. 


(A0.5) 
(Al.4) (A1.2) 
(A1.3) 
Solving for z we obtain 
(A1.5) dp o> ae kng 


dp cok + Na + "1B 
where 7, = me is the direct price elasticity of demand for «-imports ; 


— - » . : 
Ne = = is the cross-elasticity of demand for «-imports with respect to «- 


domestic prices ; 
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M,. 
is = M 


is the direct price elasticity of demand for $-imports ; 


ne = aa is the cross-elasticity of demand for $-imports with respect to 8- 
domestic prices ; 


By setting = 0 we obtain a result for the special case considered in Section II, 


All 


Technological progress in the «-export industries may be represented by a 
decline in 7. Hence, to find the effect, on other variables of the model, of techno- 
logical progress in the «-export industries, we must differentiate through (A0.1) 
with respect to 7. Recalling (A0.2), the derived system of equations may be 
written 


| (1 — 4) 2 Mr & — of 
Mr SE — Mat — cf — Me 5 =¢, +M 
m, 2 — (1 — Br) St 4 Be + 
My! + (m+ Eq) +m, P+ EG =—m, 
(A2.1) + my? 3 + (m +n) Z- Mee 

Mate +m,2—Mre =M-—n, 
dr J af-g 

a ina 
= +a 
i += 





Again we have an incomplete system. But if technological progress in the $- 
export industries is taking place at a rate equal to k times that of the a-export 
industries, we must add the relation 
all 
A2. = 
(A2.2) = 
Further, the assumption of static technology in the «- and $-domestic industries is 
expressed by the relations 


a= & 


dp dP _ 
(A2.3) oe ae 0 


Adding (A2.1), (A2.2) and (A2.3) we obtain the system (A2.4) of nine linear 
dy d¥ dr dT dil dp dP - dp. 


equations in the unknowns dn’ dy da du’ dm dw dv dro! de 
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(A2.1) 
(A2.4) (A2.2) 
(A2.3° 
Solving for = and =, we obtain 
du _ (Nx + 1a") — k(ne + 78") 
A2.5 ! . © Beat 
co de (Le +) 
and 
1 +7 — 72") — A(1 + Na — n, ‘) 
A2.6 web  ” : 
— -* (Fe +0) 
where 7," = a is the cross-elasticity of demand for «-imports with respect to «- 
export prices ; 
and 743° = “Bi is the cross-elasticity of demand for $-imports with respect to 8- 


export prices. 


By setting k = 0 we obtain results for the special case considered in Section III. 


AIll 


Finally, we consider the possibility of a uniform technological advance in all 
a-industries and, simultaneously, a uniform technological advance in all §- 
industries at a rate equal to & times that of the «-industries. To the system 
(A2.1) we must add (A1.2), (A2.2) and 


(A3.1) | 
giving us 

(A1.2) 

(A2.1) 

(A3.1) 


a system of nine linear equations in the unknowns 2 <= ¢ A ao <2 


dn’ dn’ dn’ dn’ dn’ dr’ dw’ da 
and 4 Solving ba and A , we obtain 





—_ (me + 0 + na’) — (np + ne’ + 1") 
ib in (1 + He + 2) 
an 
dr _ (1 — 4a" — a" + np) — K(1 — ng’ — ng" + 22) 
A3.4) ;-= 
(A3-4) Fe (1 + m2 + 7) 


By setting k = 0 we obtain results for the special case considered in Section IV. 











KEYNES AND SUPPLY FUNCTIONS 


Tue page references in what follows are, unless otherwise stated, to Mr. 
de Jong’s article in this JouRNAL, March 1954. 

1. The following points about Keynes’ function, or as I shall call it 
curve, < = $(N) (General Theory, p. 25) seem to me to be clear. 


(i) It is a curve of aggregate costs, in what de Jong calls the Robin- 
sonian sense, not of marginal or average costs. 

(ii) In “costs” it includes such profits as emerge when price is 
equated with marginal factor cost, these being, under the competitive 
conditions assumed in Keynes’ book, the maximum profits which 
entrepreneurs are in a position to make. De Jong is mistaken (p. 17) 
in saying that Hansen has failed to perceive this; but Hansen is mis- 
taken in describing the profits so included as “‘ normal ”’; ! clearly in 
a position of pronounced under-employment equilibrium, if such exists, 
profits are likely to be below normal, in any ordinary sense of that 
word.? 

(iii) It is a “‘ familiar’ supply curve in de Jong’s sense (p. 23) that 
the factor costs included in it are costs as they present themselves to the 
entrepreneur, not to any other party. 


2. In support of the above statement I offer the following evidence. In 
making some comments (no longer extant) on an earlier draft of this chapter 
(also, as far as I know, no longer extant) which Keynes sent me, I had mis- 
understood the nature of this curve, which was then somewhat confusingly 
labelled D’, suggesting some kind or other of demand curve. In setting me 
right Keynes wrote as follows: “‘ D is the sale-proceeds for which it is ex- 
pected that the output from employing men can be sold. JD’ is the sale- 
proceeds the expectation of which will cause the output from employing 
N men to be produced. It is simply the age-old Supply Function.” A little 
farther on he alluded again to D’ as “ only a re-concoction of our friend the 
Supply Function.” ‘To my complaint (anticipating apparently that of 
some later critics) that after this passage D’ was never heard of again, he 
replied that it “is frequently heard of again. It runs through the whole 
book. ... For I make the volume of output essentially depend on the 
conditions of demand and supply.” 

Certainly in his own view Keynes did not “ dispense with the familiar 


1 “ Current production is undertaken in expectation of sales proceeds adequate to cover all costs 
(including normal profits) ”’ (A Guide to Keynes, p. 28). 

2 Hansen also slips up (of. cit., p. 32) in criticising Keynes for describing aggregate demand D 
as a function of employment .V. For on the assumption of the validity of the multiplier analysis, 
which Hansen accepts, the D, (consumption) component of D, and therefore D itself, is a function 
of NV. Hansen has, I think, mistaken Keynes’ statement “ D, + D, = D = ¢(N)” on General 
Theory, p. 29, for a definition,—it is not, it is a condition of equilibrium, exactly equivalent to 
Hansen’s own “ D, + D, = D= Z” on his p. 31. 
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supply function,” as Hawtrey says he did. And I think that on this point 
Keynes’ own view of what he was doing can be accepted. 

3. How are we to represent the intersection of D and < on a two-di- 
mensional diagram? Let us assume, as Keynes does in General Theory, p. 27, 
that the money wage-rate does not alter (without necessarily accepting his 
assurance that it would make no difference if it did). We have three choices 
as to what to plot along the X axis—(i) real output, (ii) the money value of 
real output, (iii) numbers employed; and two choices of what to plot along 
the Y axis, (a2) money sales proceeds, (b) the real value of money sales pro- 
ceeds. 

The method nearest to that familiar from partial analysis is (i) (2). The 
method suggested by Keynes’ own treatment and adopted by Dillard on 
p. 30 of his Economics of John Maynard Keynes (cf. de Jong’s Fig. 5, p. 9) is 
(iii) (a). (iii) (6) would also seem to be a plausible method. 

My attempt to exhibit the behaviour of D and £ curves under these three 
methods led me into error, from which I have been rescued by Mr. H. G. 
Johnson, who, without taking any responsibility for the rest of this article, 
has kindly added a mathematical note at the end. Here are his results as 
regards X. Under (i) (a) < will be convex to the X axis, unless (over a 
range) marginal costs are rising at a sufficiently rapidly decreasing rate (the 
ordinary curve representing them is sufficiently concave to the X axis). 
Similarly under (iii) (a) Z will be convex to the X axis ? unless (over a range) 
the marginal productivity of labour is falling at a sufficiently rapidly de- 
creasing rate (the ordinary curve representing it is sufficiently convex to the 
origin). Under (iii) (4), on the other hand, & will be concave to the X 
axis. 

There remain (ii) (4), which nobody, I think, would suggest using; and 
(ii) (a) and (i) (6)—respectively Dillard’s figure on his p. 34 and de Jong’s 
Fig. 7 (p. 13)—in each of which Z is reduced to a mere 45° line. It is 
perhaps this fact that suggests to many minds that Z is bogus or otiose. But 
the tautological nature of Z in these popular pictures is merely the result of 
the fact that, unlike what occurs under (i) (a) or (iii), all the stuffing, so to 
speak, has been taken out of it before it is allowed to appear in the diagram. 

On his own plane of reasoning, then, Keynes was right. But equally 
Patinkin and many others have been right in intuiting that the position of 
“equilibrium ”’ whose establishment is indicated by this apparatus is for a 
number of reasons a very precarious and inconclusive one. 

4. De Jong then is justified (p. 19) in placing his point of “ equilibrium ” 
at Ein his Fig. 7. But what about his verbal exposition? First, he surely 
leads us astray in saying that for any volume of output the intercept between 
the 45° line and the curve of aggregate factor costs “ indicates entrepre- 
neurial expected profits”; what it indicates is the profits which, if they were 
expected, would suffice to elicit that volume of output. 


1 This JouRNAL, December 1954, p. 837. 
* Dillard therefore puts our thoughts in a wrong direction by drawing it as a straight line, and 
a 45° one at that. 
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Secondly, he issues a challenge by suddenly changing the description 
of his D curve to make it mean the (real value of the) sales proceeds which 
entrepreneurs will actually (his italics) receive for any volume of output. 
Now for this he will find no warrant on pp. 25 or 29 of the General Theory, 
or in my quotation from Keynes above, which are all deliberately framed in 
terms of expectation. But if he looks very carefully he will find some support 
on General Theory, p. 30, where, as I pointed out many years ago,! what 
entrepreneurs do expect is unobtrusively transformed into what they “ can 
expect,”’ i.e., presumably what they ought to expect because that is what in 
fact will happen. 

Let me at this point disclose, since I hope it is of more than personal 
interest, another excuse for having been defeated by the first draft of this 
crucial chapter. In addition to D and D’ (now 4) there dodged through its 
pages another symbol Y, still further complicating the landscape. 17, it 
was explained to me, was actual, as contrasted with D, expected, sales pro- 
ceeds or income. Y eventually dropped out; but there is an echo of his 
existence on General Theory, p. 78, where, in the course of a criticism of my- 
self, Keynes suddenly alludes to the contrast, “ so vital for causal analysis,” 
which he has “ tried to make between effective demand and income,”—a 
contrast of which the reader of the published book now hears for the first 
(and I think the last) time. 

Is, then, De Jong’s transformation of Keynes’ “ expected ”’ into “‘ actual ” 
sales proceeds, for which this much (though no more) warrant can be found 
in Keynes’ own pages, required in order to make the whole apparatus 
viable? I think that either this, or some more restricted definition of the 
word “ expected,” i: so required. Otherwise, as I have pointed out,? if 
entrepreneurs have been reading J. B. Say and are consequently expecting 
that all income will be spent, the difference between Keynes’ D(V) and 
X(N) will vanish; and any disappointment which entrepreneurs suffer from 
expanding employment beyond the equilibrium point will have to be ex- 
plained not in terms of a difference between D(N) and £(NV), but in terms of 
a difference between effective demand (t.e., expected income) and income 
actually received. 

5. I fully agree with de Jong (this JournaL, December 1954, pp. 840-1) 
that to give a fair run to this whole order of ideas we must use S = I (a 
condition of equilibrium) and define our terms appropriately. But it is no 
use pretending that Keynes did this; he used § = J (an identity), deliberately 
rejected both my suggested distinction between received income and dis- 
posable income and the Swedish ex ante analysis, and expressed approval of 
his expositors who did likewise. De Jong, I think, realises this; but the 
chief moral of the debate (if it 7s a debate) between himself and Hawtrey 
seems to me to be that it would be convenient if some words other than 
Keynesian could be found to denote trains of analysis which embody not only 
concepts which Keynes invented or made use of but also others which he 
expressly repudiated. 

1 Essays in Monetary Theory, p. 115. 2 Loc. cit. 
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6. I agree with what I take to be Hawtrey’s view (ibid., p. 837) that 
Keynes’ definition of “involuntary employment” is quite unacceptable. 
It was, I think, almost immediately abandoned by some of his English 
expositors,' but is defended by Hansen,? and not, I think, rejected by de 
Jong. So far as the number of adult male workers seeking work is concerned, 
the whole notion of a forward-rising supply curve of labour seems to be 
completely beside the mark.* As Pigou has explained,‘ in this connection 
the “classical’’ supply curve of labour must be thought of either (if “thorough- 
going competition ” between workers prevails) as a vertical straight line or 
(if the wage-rate is temporarily fixed by convention or collective action) as 
temporarily a horizontal straight line; there is no room for anything 
between.® 

D. H. RoBertson 

Trinity College, 

Cambridge. 


MATHEMATICAL APPENDIX 


1. Let x be aggregate real output, and p be the general price level measured 
in wage units ;® on Keynes’ assumption of competition, the price level is determined 
by marginal production cost, and the latter is assumed to be rising as output 
increases. 

Case (i) (a) plots px as a function of x. The curvature of the graph is given 





d?( px d d? : dp . - . d*(px 
by a = 2 es + «Sh Since z is positive by assumption, es) must be 
2, 
positive, indicating convexity to the X-axis, unless a4 is negative (signifying a 


, ‘ . , 2 d 
decreasing rate of increase of marginal cost) and its absolute value exceeds : - ‘ 
If px is defined and possesses a derivative throughout the interval x > 0, and it is 


assumed that px = 0 for x = 0 and : is positive for all non-negative values of x, 


1 See J. Robinson, Essays in the Theory of Employment, pp. 10-13. Mr. Harrod, however, informs 
me that he still regards it as serviceable and important. 

* Hansen admits that Keynes’ exposition is confused, and would like to re-write the “‘ second 
classical postulate,”” which Keynes says (General Theory, p. 5) he is attacking, as follows (A Guide 
to Keynes, p. 22): ‘* (1) Workers will refuse the proffer of employment if the real wage rate is cut 
below the current real wage; (2) a cut in money wage rates is an effective means to reduce real 
wage rates.” (2) is in order; but I cannot recognise in (1) any resemblance to any “ classical ” 
doctrine. It seems to imply that the “ Classics” held that, as a result of a cut in money wages, 
believed by them to entail a cut in real wages, the number of unemployed men would be indefinitely 
inreased. In point of fact they held that it would be diminished. 

* The concept of a backward-rising curve may have some relevance to the connection between 
adult male wages and the numbers of women and juveniles seeking work. 

* Employment and Equilibrium, 2nd edition, pp. 70 and 86. 

5 An intriguing puzzle arising out of Keynes’ definition is the following. Suppose a man has 
been drawn back by “ reflationary ” action of some kind into employment ; how long must he 
wait before demanding a rise in wages in order that he may be given retrospective credit for having 
been involuntarily, and not voluntarily, unemployed ? 

* p is measured in “ wage units” purely for economy of symbols; following the text § 3, the 
“wage unit ” in terms of money is assumed constant. 
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it can be shown by the Mean Value Theorem that the graph must be convex to 
the X-axis over part of its range ;? it cannot be concave throughout. 

Case (ii) (6) is the reciprocal of Case (i) (a). 

2. On the assumption that labour is the only variable factor, rising marginal 
production cost implies diminishing marginal productivity of labour. 

Case (iii) (6) plots output x as a function of employment n. The curvature 


d*x . ati , ae , 
is given by qh? which by assumption is negative, indicating concavity to the 
X-axis. 
3. On the same assumption, the price level in wage units p will be equal to 


the reciprocal of the marginal product of labour m (~ i) Sase (iii) (a) plots 


x . + : 
the value of output px ( = «) as a function of employment n. The curvature is 


given by 


| fi 

#(s)_1 2x  .. —— Si fe tive b 
dn= mm dn ™ dn ms ia ee 
d( px) 


: ee . d*m 
assumption, 73 indicating convexity to the X-axis, unless — 


dn 
is positive (signifying a decreasing rate of decrease of marginal productivity of 
labour) and sufficiently large. As in 1 above, it can be shown that the graph cannot 
be concave to the X-axis over the whole range. 

4. Let c be aggregate real demand for output, assumed to depend only on 
aggregate real output x. Case (i) io) plots pe as a — of x. The curvature 


of the graph is given by — oe) == 2 di 2 +c 3+ sf a <, which indicates convexity 








to the X-axis unless ied cost rises 7 a decreasing rate or the marginal 


propensity to consume decreases as output increases. 
d*c dc . dc d*x woul 
In Case (iii) (b), the curvature is given b = m?* indicatin; 
(iii) (4), g Y an? aa + a oe 8 
concavity to the X-axis unless the marginal propensity to consume increases as 
output increases. In Case (iii) (a), the curvature is given by 


= m — —; 7 5. + me 
dn* dx? m8 dn dx + dn? dn 
this indicates convexity to the X-axis unless the marginal propensity to consume 
decreases as output increases or the marginal productivity of labour falls at a 
decreasing rate as employment increases. 


met 
m dc ] dm dc d?m dm\2 
ntgiaeete = m? — 2 


Harry G. JOHNSON 
King’s College, 
Cambridge. 


1 I am grateful to Professor Robert Strotz of Northwestern University for providing a rigorous 
proof of this restriction. 
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KEYNES AND SUPPLY FUNCTIONS: SECOND RE- 
JOINDER, WITH A NOTE ON THE CONCEPT 
OF MONETARY EQUILIBRIUM 


Tue first section of this paper is devoted to a rejoinder to the stimulating 
Comment of Professor Robertson. For the sake of brevity, I will avoid 
quoting his statements by following the articulation of his Comment. I agree 
with all points made by Professor Robertson which are not mentioned below 
in Section 1. 

In a personal interview, Professor Koopmans of Amsterdam told me that, 
in the sketch of his concept of monetary equilibrium inserted in my first 
rejoinder (that to Professor Hawtrey +), I have misinterpreted him at a certain 
point. ‘The issue of the second section of this paper will therefore be to 
present a brief exposition of the kernel of Koopmans’ theory. 


§ 1. RejomnDER TO PRoFEssoR ROBERTSON 


1. In the passage from Hansen, cited by Professor Robertson, “‘ normal 
profits’ are explicitly subsumed under “ costs.” I feel that this concept 
of normal proiits must be the same as Marshall’s.2, Normal profits in this 
sense are constituted of managers’ salaries and interest. If this is true, 
I believe that one may indeed say that Hansen makes “ essentially the same 
error’ as Dillard, as I stated on p. 17. 

3. The considerations of Professor Robertson and Mr. Johnson on the 
representation of the functions D and < on a two-dimensional diagram 
are certainly very instructive. Personally, I do not think that a decreasing 
rate of increase of marginal costs, an increasing rate of decrease of marginal 
productivity of labour, and an increasing marginal propensity to consume 
as output increases, are—in the short run, at any rate—very probable cases. 
Under (iii) (a), z.e., p. 30 in Dillard or p. 9, Fig. 5, in my article, the D 
and & curves may therefore probably be assumed to be approximately 
linear over a certain range, while they will become convex to the X axis 
as soon as employment surpasses a certain value. This result is indeed 
different from Dillard’s picture, which I have copied in my article, especially 
for the matter of the D curve. But it is not quite true that Dillard draws 
the £ curve as a 45°-line. Incidentally, if in his diagram the straight < 
curve is produced to the left, it intersects the N-axis to the right of O. 

I have been puzzled by the diagram, produced by Hansen on p. 31 of his 
book, where the curve £ = £(N) is drawn as a 45°-line passing through the 
Origin. I feel that, in Hansen’s exposition, where Z covers all costs (in- 


1 This JouRNAL, December 1954, pp. 840-2. 
* A. Marshall, Principles of Economics, eighth edition (London, 1920), Book VI, ch. viii, esp. 
pp. 618-19: ‘‘ Thus the whole of normal profits enter into true or long-period supply price.” 
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cluding “‘ normal profits’) and costs only, this can make sense only if a 


new system (iii) (c) is assumed where (c) indicates that <w = < and 


Dw = : are plotted along the Y axis. <w and Dw are measured in the same 


units as V.1_ The 45°-line can then be regarded as the sale proceeds divided 
by the wage unit, the expectation of which will cause the output from 
employing WV men to be produced. Since <w covers only costs, this output 
(according to this train of thought, at any rate) will be produced if <w = N? 
provided that entrepreneurial /abour is included in NV and Zw; this is required 
since the rewards of this labour, managerial salaries, are a constituent of 
normal costs and are therefore covered by <. However, even in this 
interpretation, Hansen’s diagram is erroneous, since his concept of Z is 
erroneous (see 1). 

4. I fully agree with Professor Robertson that his statement:* “ the 
intercept between the 45°-line and the curve of aggregate factor costs . . , 
indicates . . . the profits which, if they were expected, would suffice to 
elicit that volume of output,” is the exact formulation. When writing the 
passage, criticised by Professor Robertson, I had an uneasy feeling that 
something in the argument went wrong, but I could not identify the obscure 
point. I am glad that Professor Robertson has accomplished this, and I 
believe also that his response to the “‘ challenge” issued by me by suddenly 
changing the description of the D curve to make it mean the sales proceeds 
which entrepreneurs will actually receive for any volume of output, is the 
correct response. ‘There must, however, be some bridge between Keynes’ 
* expected ” and his (and my) “ actual ” sales proceeds. In a stationary 
state these concepts coincide. In an economy which has become stationary 
at a certain moment a certain time must elapse before equilibrium is reached. 
During this time of adaptation, it may happen that entrepreneurs’ expecta- 
tions do not appear to come true. Under the influence of this result, 
entrepreneurs will change their expectations from period to period until the 
expectations come true, that is, until equilibrium is ultimately brought 
about. As soon as equilibrium prevails, ‘ expectations’ involve only 
what entrepreneurs “can expect” in the sense pointed out by Professor 
Robertson. 

In some cases static analysis is a less lucid method than dynamic analysis. 


1 See Keynes, General Theory, p. 44, top of page. 

2 In this reasoning, the condition that genuine profits should be maximised is neglected; asa 
matter of fact, profits in the proper sense (profit as a residual income) are zero. See my criticism 
of Dillard and Hansen on p. 17 of my article. 

8 This statement refers to Fig. 7 on p. 13 of my article, i.e., case (i) (6), and the text of p. 19, 
middle of page. A point of historical interest is made by E. Schneider, Einfiihrung in die Wirtschafts- 
theorie, Volume III (Tiibingen, 1952), p. 100 n. Schneider states that the nowadays widely applied 
45°-line method was used for the first time by the Danish author, Ivar Jantzen, in an article entitled 
‘* Lidt planokonomisk Teori”’ (A Little on the Economic Theory of Planning), which appeared in the 
Nordisk Tidsskrift for Teknisk @konomi, I (1935); an English translation of this article is inserted in 
his Basic Principles of Business Economics and National Calculation, being a special issue of the same 
Tidsskrift, V (1939). 
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My conviction is that especially in matters of analysis of the circular flow 
of income, dynamic analysis can much more easily be understood than 
static analysis. Keynes wrote on p. 78: ‘‘ Thus Mr. Robertson’s method ! 
might be regarded as an alternative attempt to mine (being, perhaps, a 
first approximation to it) to make the same distinction, so vital for causal 
analysis, that I have tried to make by the contrast between effective demand 
and income.” In my opinion, Robertson’s method, as an expository 
device, is superior to that of Keynes, provided that we define the “ period,” 
involved in his method, not as the well-known Robertsonian “ day ”’ but 
as the income propagation period involved in dynamic multiplier analysis.” 
If we lump all firms together to a single giant firm * and all households to a 
single giant household, and if we denote the receipts of the household by 
Yz, the receipts of the firm by Yy, spontaneous or ex ante consumption 
expenditures by C’, spontaneous or ex ante saving by S and spontaneous or 
ex ante investment by J, it holds good within one and the same period for a 
closed ‘‘ anarchistic ’’ economy that 


SS a aa 
"ZUR eer ea eee 


while Y% of this period is defined identically equal to Y>y of the previous 
period.* If we label Y, “disposable income” and Y> “earned income,”’ 
it is obvious that these equations are just a repetition of those inserted 
in my first rejoinder on p. 840. During the upswing of the business cycle, 
when S < J, it holds good that Y% < Yy. During the downswing, the 
situation is characterised by $ > J and Y%q> Yy. I feel that Y» may be 
identified with “ effective demand” (or, expected income) and Yq with 
“income” (or, income actually received) in the passage quoted from 
Keynes, and I think that equation (2) can be regarded as the “ more 
restricted definition of the word ‘ expected’ (income) ” as required by 
Professor Robertson. 
The model will be in equilibrium only if % = Yr, that is, if 


Oe es iis oe 


Yr is constant in the course of time if and when the equilibrium condition 


1 That is, the method of defining ‘‘ to-day’s ”’ disposable income as being equal to “‘ yesterday’s ” 
earned income. D. H. Robertson: ‘‘ Saving and Hoarding,” this JourNnat, XLIII (1933), 
pp. 399-413, reprinted in Essays in Monetary Theory, pp. 56-82. 

* See L. A. Metzler, ‘‘ Three Lags in the Circular Flow of Income,” in the volume: Income, 
Employment and Public Policy: Essays in Honor of Alvin H. Hansen (New York, 1948), pp. 11-32. The 
lag, mentioned by Robertson (Essays, p. 65) represents, I think, only one of the three indicated by 
Metzler. I agree with those authors who state that the length of the income propagation period is 
equal to the reciprocal of the income velocity of active money, provided that payments in the financial 
sphere are considered to be done by means of inactive money. 

* J. R. Hicks, The Social Framework, 2nd edition (Oxford, 1952), p. 113. 

‘For an open economy, the equations become more complicated. See the Tables in F. 
Machlup, International Trade and the National Income Multiplier (Philadelphia, 1943). His “ past 
Y” corresponds to my Yq, his “‘current Y” to my Y. The consecutive order of my equations 


(I) and (2), and—within each equation—of the terms, corresponds to the inner logic of Machlup’s 
Tables. , 
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(3) is satisfied; we may therefore label this situation as income equilibrium. 
When income equilibrium prevails, entrepreneurs do expect what they 
“can expect ” according to Keynes’ formulation (General Theory, p. 30). 

In Keynes’ book a situation of income equilibrium is always reached 
immediately after a change in the data has occurred, since Keynes applies the 
static method. Indeed, it is no great step from dynamics to statics, since 
in the words of Frisch* “statics can be considered as a limiting case of 
dynamics by stating that in the static model world all time rates of reaction 
are infinitely large, whereas in the dynamic model the time rates of reaction 
are finite magnitudes.’ Let us once more inspect Fig. 1 on p. 4 of my 
article in the March 1954 issue of this JouRNAL. Along the horiontal axis, 
disposable income is plotted, since consumption is a function of disposable 
income. The intercept between the 45°-line and the consumption function 
can now easily be seen to represent savings,® as it should be. D denotes 
earned income. Point £ is the equilibrium point, which is arrived at im- 
mediately; thus, at any moment, entrepreneurs do expect what they “ can 
expect.” In Keynes’ train of thought, the last statement is always true. 
However, to my mind, this is seen much more easily if we do not start from 
statics but from dynamics, and switch over to statistics afterwards. 

5. Professor Robertson’s testimony that Keynes meant S = J must, 
of course, be accepted.* But it follows from this—to quote a passage from 
Section 3 of his Comment—that the position of equilibrium whose establish- 
ment is indicated by Keynes’ apparatus is an inconclusive one. Since a 
word other than “‘ Keynesian” is required to denote analyses of the type as 
exposed, for instance, in Subsection 4 of this rejoinder, we could perhaps best 
label them “ neo-Keynesian.” 

6. I believe that Keynes himself has torpedoed the relevance of his 
1936 definition of “ involuntary unemployment ”’ already in 1939.5 I have 
left this problem out of consideration in my article (see p. 8n.). As a matter 
of fact, I agree with the opinion of A. H. Hansen, quoted by Professor 


1 In my first rejoinder I identified income equilibrium with monetary equilibrium as defined 
by Koopmans. I will show in Section 2 that this identification is illegitimate. The theory of 
income equilibrium is essentially a dynamised version of the Keynesian theory of effective demand. 

2 R. Frisch: ‘‘ Statikk og dynamikk i den ekonomiske teori”’ (Statics and Dynamics in Economic 
Theory), Nationalzkonomisk Tidsskrift, LX VII (1929), pp. 321-79, esp. p. 326. 

3 According to equation (1) of this rejoinder. 

4 Professor Hawtrey is another witness who makes the same statement in a letter to me dated 
March 22, 1955. He adds to this: ‘‘ Keynes would not accept my suggestion that investment 
should be defined to exclude undesigned increments (or decrements) in the stock of unsold goods 
(pp. 75-6 of General Theory). It is because he includes them that investment is identically equal 
to saving.” It follows from this that Keynes’ argument is entirely ex post and can therefore yield 
no conclusive.equilibrium theory. To obtain such a theory, all magnitudes in the behaviour 
equations must be defined ex ante, that is, as ‘‘ designed ” or “‘ spontaneous ” magnitudes. If we 
define ex ante magnitudes as “‘ either autonomous magnitudes or magnitudes in accordance with 
the behaviour equations concerned,” induced magnitudes are also ex anée in so far as they are not 
** undesigned.” 

5 J. M. Keynes, “‘ Relative Movements of Real Wages and Output,” this JournaL, XLIX 
(1939), pp. 34-51. See on this: A. H. Hansen, Monetary Theory and Fiscal Policy (New York, 
1949), pp. 119-20. 
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Robertson in a footnote on the last page of his Comment, and I do not think 
that neo-Keynesian economics should in this respect necessarily deviate from 
classical economics. 

The question of the form of the labour supply curve is difficult. If 
supply of labour Wrz (see my article, p. 20, equation (6.5)) is defined as a 
flow of manhours per annum, and if, for the sake of simplicity, we define 


r 


; : Wn : 
Neg as a function of real wages ?? the short-run form of this curve may 


presumably approximately be in accordance with the picture of Fig. 4 on 
p. 8 of my article, with this one amendment that the upward slanting 
part will not be linear but convex to the N-axis ; it may well tend to become 
vertical as WV grows larger. The upward-slanting part is due to the willing- 
ness of workers to work longer for higher wages (overtime). In the long run, 
however, the curve may be found to be sloping backward, at any rate in the 
vicinity of the present real wage level in the Netherlands; this is due to 
the fact that workers tend to shorten the weekly working time as real wages 
become higher. 


§ 2. A Nore on THE Concept oF MoneTARY EQUILIBRIUM 


On p. 25 of his Guide to Keynes, Hansen writes concerning Chapter 3 of 
Keynes’ General Theory: “‘ This chapter is of special significance because 
here, after repeated failures, an impressive attack was at long last made upon 
Say’s law.” 

In fact, Say’s law was already rejected three years earlier by Koopmans. 

The first principal line of his argument runs as follows. In a non- 
monetary economy goods are bartered against goods. In a monetary 
economy barter transactions can be divided into two complementary halves: 
goods are offered against money, and in exchange for money goods are 
demanded. The monetary economy offers an opportunity which is non- 
existent in a non-monetary economy, viz., to proceed no farther than a half 
barter transaction. If one sells a good and does not spend the money 
received within the same period,? the second stage of the barter transaction 
does not come off; we can label this transaction a “ pure supply ” (this 
term was, however, not used by Koopmans). If one buys a good with 
money which one has not “ earned ” during the same period but which one 
has dishoarded or received from a bank (“ creation’ of money), it is the 
first half of the barter transaction that is non-existent; Koopmans labels 
this transaction a “‘ pure demand ” (a term taken from H. Neisser). Ifina 
certain period, there is net pure supply in the entire economy, the situation 
in that period is deflationary; if there is net pure demand, the situation is 
inflationary. In neither case does Say’s law apply. If net pure demand 

1 J. G. Koopmans, “‘ Zum Problem des neutralen Geldes,”’ in the volume Beitrdége zur Geld- 
thorie, F. A. von Hayek ed. (Vienna, 1933), pp. 211-359. 

* The money is then either ‘‘ hoarded,”’ i.e., added to the cash balance, or ‘‘ annihilated,” 
iz. handed over to the banking system. 


* Inflation is therefore not identical with rising prices. Rising prices are only a special case of 
inflation. 
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(or supply) is nil, monetary equilibrium—or, as Koopmans put it in 1933: 
a situation of ‘‘ neutral money ’—prevails. Monetary equilibrium is the 
zero-point between inflation and deflation. 

If spontaneous hoarding is denoted by AL and spontaneous creation of 
money by AM, it must hold good in any period for all individuals that income 
receipts + AM = spendings out of income + AL. Income receipts can be used for 
C and/or S; income is spent on Cand/or J. Three possible analytical defini- 
tions of monetary equilibrium are therefore: income receipts = income spendings, 
S =J,and AL =AM. Anessential point in this definition is that ‘‘ income 
receipts”? and “ income spendings”’ are considered to take place within 
the same period; a lagged relationship like that in the theory of income 
equilibrium, where the disposable income of this period is identically equal 
to the income earned in the previous period, is excluded by definition,! 
This does not mean that such a lagged relationship will never exist in reality; 
it means only that monetary equilibrium requires a situation where the 
result is exactly the same as if this lag did not exist. Personally, I feel that this 
requirement is fulfilled, inter alia, if income equilibrium prevails; therefore, 
income equilibrium always implies monetary equilibrium. On the other 
hand, monetary equilibrium can even exist when income equilibrium does 
not prevail; this is the case if and when “ income receipts ’’ and “ income 
spendings ” change simultaneously at an equal rate so that their equality is 
not disturbed. If this vision is true, income equilibrium is a special case of 
monetary equilibrium. 

If we step over to statics, Keynesian equilibrium as determined by effective 
demand, too, implies monetary equilibrium. 

The second principal line in Koopmans’ work is to demonstrate that 
monetary equilibrium does not necessarily imply constancy of any variable 
or set of variables in some monetary equation of exchange of the Fisherian or 
Robertsonian types (e.g., stock of money M, flow of money MV, general 
price level P, money national income Y, or real national income Y,). Pressure 


of space forbids me to follow up this second line. 
F, J. DE JonG 


The State University of Groningen, 
The Netherlands. 


1 This is the point which I have overlooked in my first rejoinder. 
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INDUSTRIAL PRODUCTION AND PROFITS IN THE 
UNITED KINGDOM AND THE UNITED STATES 


BeLow (on pp. 487, 491 and 492) four sets of graphs are presented, all 
of which show a fairly close correlation between the volume of output and 
money profits in industry in the United Kingdom and the United States. 
They record intriguing phenomena, for which full explanations are wanting. 
They pose questions to which the answers are still outstanding. 

They convey the impression that in these two countries profits rise and fall 
with the rise and fall in volume of output in such close correspondence that 
from the annual change in output the level of profits earned might be pre- 
dicted long before they are published—subject, of course, to the errors 
inherent in data conforming to a trend, but diverging from it in individual 
years. Money profits appear hardly to be affected, or at least not directly, 
by changes in monetary policy, prices, exchange rates, wages, social- 
security payments, rates of interest, taxation, government interference at 
home or abroad and many other ghosts which have been haunting entre- 
preneurs. Changes in the volume of output and almost nothing else would 
appear to be the determinant of changes in profits, even in this turbulent 
twentieth century. The relationship between the volume of output and 
money profits is not quite as plain and simple as that, as is indicated, inter 
alia, by the occasional break of trend, of which more later on. Moreover, 
output fluctuations themselves may have responded to the changes in the 
economic climate. Interdependence is a normal feature of economic life. 


I 


In the first two sets of graphs (marked A and B) the correlation is shown 
for several successive periods, namely four periods in the case of the United 
Kingdom and three periods in the case of the United States. The “ multi- 
plier,” z.e., the parameter in the regression equation, is calculated on the 
basis of both output and profits being expressed as percentages of levels 
attained at about the middle of each period. These bases have been 
chosen for being near the middle of the period as well as with an eye to their 
output or profit levels being close to the average tendency as represented by 
the lines of regression. ‘The two other sets of graphs (marked C and D) use 
the same data of output and profits but in their form as percentages of one 
single year, namely, 1935, which happens to be not far from the centre of 
the period 1919-53. 

Before producing the graphs and commenting on them a short explana- 
tion may be helpful of what they represent. The x-axis represents the 
volume of industrial production as expressed through indices of production. 


The y-axis represents money profits earned in the same periods in which 
No. 259.—VOL. LXxv. KK 
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output was produced, inasmuch as they are known from published data 
and also expressed through indices. In the United Kingdom samples the 
“profits” are those available to shareholders, preferred and ordinary, 
subject to income tax, i.e., are calculated after depreciation provisions, 
debenture charges, taxation borne by the companies which includes Excess 
Profits Tax in 1946 and Excess Profits Levy in 1952 and 1953, National 
Defence Contribution and Profits Tax, but not Income Tax, whether on 
distributed or on undistributed income. In the United States samples the 
** profits ” are also those available to shareholders, preferred and common, 
subject to shareholders’ income tax, 1.¢., are calculated after depreciation 
provisions, in a few cases also after provision for depletion and amortisation, 
debenture interest and after all company-borne taxation, which in this case 
represents mainly Corporation Income Tax. 

It was not possible to separate the U.S. Excess Profits Tax from the 
Corporation Income Tax for the 3 years 1951-53 of this impost. ‘The after- 
E.P.T. data of these 3 years appear, however, so strongly affected that they 
have been omitted from the calculation of the correlation, and are shown in 
the graphs to the right of the regression line. As regards the U.K. data, it 
was not necessary to exclude the results of the two years 1952/53 burdened 
with Excess Profits Levy, the correlation continuing to be very close. 

War years have been omitted. A more detailed account of the indices of 
output and profits used and of their shortcomings is given in the Appendix. 

Several features of the graphs spring to the eye, namely: 

(a) The correlation is a linear one. 

(b) It is close in each period, the coefficients of correlation being as 
follows— 


United Kingdom. United States. 
1908-13 r= 0-913 — 
1921-29! r= 0-977 1919-29 r = 0-962 
1930-38 r = 0-979 1930-40 r= 0-951 
1946-53 r = 0-956 1946-50 r = 0-972 


(c) The rate of change of profits, expressed as a percentage of profit in 
the base period, associated with each 1% change of output in the base period 
may be read from the following equations— 


United Kingdom. United States, 
1908-13 (1910 = 100) » = 2-93x — 198-7 — 
1921-29) (1924 = 100) y= 104x-— 48 1919-29 (1924 = 100) »y=2-:02x— 99-4 
1930-38 (1935 = 100) »y=1-36x— 348 1930-40 (1935 = 100) » = 4-02x — 3249 
1946-53 (1950 = 100) »=1-98x— 96-0 1946-50 (1950 = 100) y» = 2-52x — 1479 


The rates of change of profits associated with each 1°% of change in out- 
put (reflected in the parameters of the regression equations above) have 
successively increased in each post-1913 period in the United Kingdom, but 
not so in the United States. On the other hand, where comparable data 

1 In the case of the United Kingdom series, the year 1920 has been omitted from the series of the 
1920s as belonging to a preceding series probably comprising 1914-20. And so has the year 1926 
because of the distorting influence of the General Strike and the long-drawn-out strike in the coal- 
mines. 
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exist the rate of change has always been larger in the United States than jp 
the United Kingdom, and was particularly large in the United States in the 
1930s. So far in the post-Second World War period the difference jp 
the amplitudes of profit fluctuations between the two countries has been less 
pronounced. 

Several explanations can be put forward for the reduction in that period of 
the correlated rates of change of profits in the United States data. One is 
the very large increase in the rates of company-borne taxation. ‘That increase 
in tax levels, coupled with changes in the tax rates so as to raise them when 
profits promised to rise steeply and to reduce them when profits fell or their 
rise slowed down, tends to limit the fluctuations of profits as published after 
such taxation, as indeed that tax policy is designed todo. The other explana- 
tion is that depreciation provisions may have been lower in terms of replace. 
ment costs than in preceding periods or at least in the 1930s and helped to 
reduce one major component of fixed costs. A third explanation may be 
found in the fact that throughout the 1946-53 period output was at a higher 
ratio to capacity than, say, in the 1930s, so that even if depreciation pro- 
visions had been made at replacement costs the influence of that component 
of fixed costs would have been reduced as compared with the 1930s. While 
not affecting the closeness of the correlation between output and profits, 
these three factors are apt to affect the parameter, 7.e., the amplitude of the 
profit fluctuations. On the other hand, there may be other factors tending 
to increase these amplitudes from period to period. One such factor may 
be an increase in mechanisation and in the stability of wages and salaries, 
including pension provisions and others tending to increase the ratio of 
fixed to total costs. That ratio is a composite of many elements, of which 
those dealt with above are only a selection. 

The question is apposite why such explanations as put forward if applied 
to the United Kingdom data would not have us expect also a decline in the 
parameter in 1946-53, whereas there has been a considerable increase. 
The answer is: first, the changes in company-borne taxation, which in the 
United Kingdom does not include income tax, have been by no means as 
large as in the United States; second, while the effect of reduced deprecia- 
tion provisions, if re-calculated in terms of replacements, costs and the increase 
in the average ratio of output to capacity, may have tended to reduce the 
fixed-costs ratio as much as in the United States, the other factors tending to 
increase the fixed-costs ratio as, ¢.g., increase in rate of mechanisation, link 
between wage changes and price changes and others may have been so much 
stronger in the United Kingdom than in the United States if the last period 
is compared with previous periods. Those factors may have been strong 
enough to raise the total fixed-costs ratio and with it the amplitude of profit 
fluctuations, although the total equipment supporting a unit of output 
might still be much smaller in the United Kingdom than in the United 
States. 

The amplitudes of profit fluctuations in the United Kingdom appear 
to have been very large in the years before the First World War and higher 
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than in any later period, but those early data may be less accurate than those 
oflater periods. Apart therefrom company-borne taxation and its changes 
have been smaller. 

(d) Because the correlation is linear, the rate of change in profits asso- 
ciated with a 1% change in output, each calculated as from the levels of 
each successive year instead of from those of a basic period, i.¢., the marginal 
rate of change of profit, is not stable in any one period. On the contrary, 
as output rises the marginal rate of change will get smaller and smaller, and 
eventually approach 1°%—provided the trend continued unbroken long 
enough. For instance, if output and profits and their changes are expressed 
as percentages of 1950 there is a tendency for profits in 1953 to change by 
about 1-8% in the United Kingdom and about 2:0% in the United States 
for each 1% of change in output. In 1953 output in either country was 
larger than in the base period 1950. If output were to rise further, say to 
150% of 1950, there would be a tendency for profits to change by slightly 
less than 1-5°% in the United Kingdom and slightly more than 1-6% in 
the United States for each 1% rise of output over output in the preceding 
year.? 

However, as will be seen in the two sets of graphs marked C and D (on 
pp. 491 and 492), the trends do not continue unbroken for more than one 
major business cycle. 

(e) The correlation being linear makes it easy to read off the graphs 
the break-even levels in each period, that is to say, the levels of output at 
which profits tend to become zero and beyond which losses will tend to 
appear if output continues to fall. 


II 


In the foregoing graphs A and B the whole of the period from 1908 to 
1953 (war years being excluded) has been broken up into four separate 
periods. ‘There were two reasons for doing so, as follows: 

(a) Because the correlation between output and profits is linear rather 
than curvilinear, a stable rate of change of profits emerges, if the change is 
related to, and expressed as a percentage of, one base year. Such rates of 
change are easier to visualise, if they are expressed as a percentage of levels 
not far distant from the individual years surveyed. While in the post-Second 
World War period there has been a tendency for rates of profits in the 
United Kingdom to change by 2% and in the United States by 24% for each 
1% change of output, both these rates of change being a percentage of the 
respective levels of profits and of output in 1950, the same correlation becomes 
34% change of profits for 1% change of output in the case of the U.K. 
and 8-1°% in the case of the U.S., if profits and output are expressed as a 
percentage of their 1935 levels, which were so much lower. The latter, 
though correct, is somewhat confusing when we deal with 1954, or with 
1924 for that matter. 


. B = nd “se being the constant in the respective regression equations, 
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(b) Moreover, the more distant the period which serves as a base of the 
indices of output and profits, the less accurate the indices, though the 
correlation may still be close. ‘To some extent this shortcoming has been 


overcome by linking successive indices based on changed compositions of 


the samples included in the indices. Yet, inaccuracy increases as time goes 
on. 

Nevertheless, because the correlation between output and profits is so 
close, something is to be gained from examining it over the whole period, 
that is to say by reviewing output and profit data expressed as percentages 
on one base year for the whole period. With this end in view the following 
set of graphs, marked C and D, is presented. Here output and profits of 
every year are expressed as percentages of their respective levels in 1935, 

From the Graphs C and D several features are easily picked out, namely; 

(a) Correlations are very close and linear. 

(6) The trend does not continue unbroken over the whole period but, 
on the contrary, distinctly different trends emerge. ‘There is a break of 
trend between the period before the First World War and the 1920s, easily 
understood in view of the catastrophe which separates the two periods, 
So is the break of trend between the 1930s and the period after the Second 
World War. It may be remembered that war involved the United Kingdom 
in 1939, but the United States only in 1941. However, there is also a 
distinct break of trend from the 1920s to the 1930s. The years since 1946 
are as yet part of one unbroken economic period. 

The division of the whole into four separate periods as presented in 
Graphs A and B has been made in accordance with these breaks in trend. 
It so happens that this division corresponds to the division into major 
business cycles. 

As regards the break of trend which separates the 1920s from the 1908-13 
period and the 1946-53 period from the 1930s, the explanation can be put 
forward that the decade following both the First and the Second World 
Wars was distinguished from the decade before either war by a much higher 
price level, so that average profit margins had been also elevated to a higher 
level, illustrated in a shift of the regression line, of which more in the next 
paragraph (c). Only omission of the war years may have made the change 
appear as an abrupt break. Such an explanation may form only part of 
the whole story. It would not explain a similar abrupt break between the 
1920s and the 1930s. True, the price level changed, but that change did 
not take place in the one year 1930, whereas the average profit margins 
subject to output fluctuations appear to have changed in that one single 
year for the whole decade. Obviously, these breaks in trend want further 
examination. 

(c) From period to period the regression line shifts distinctly, sometimes 
to the right, sometimes to the left. In the United Kingdom it shifts to the 
left from the pre-First World War period to the 1920s,! back to the right 
during the 1930s and again to the left in the years following the Second 
1 As regards the year 1920 see the footnote to p. 486. 





195: 





PROFITS 1935== 100 


met PUT IPED PEA PEPER I EDs 


| 








INDUSTRIAL PRODUCTION AND PROFITS 


UNITED KINGDOM 





1908/13 ¥=2:06x—81°35 
1921129 ¥=1:28x —4:39 
1930/38 Y= 1-36x —34°8 
1946]53 ¥ ='3°49x — 250°4 





| 








c- 
s+ 


J 
o 








LH 


| 





EE 


| 








Boneee 





70 80 9 
PRODUCTION 1935==100 








THE ECONOMIC JOURNAL 


GRAPH D UNITED STATES 


900 — 
870;— 
840}-— 
810}— 
780}— 
750}— 


690 r— 


660F— 


630-— 


570-—- 
540-— 


$10-— 


| 


480 


we ae te a 

Ss 6 & £ 

| | 7 7 
PROFITS 1935 = 100 


w 
w 
o 

| 


240/— 


180--— 





! 1 ! ' ' 1 1 ' t 
1919/29 Y=3-15x -144°8 

1930440 Y= 4-02x-324-9 Sica 
1946150 Y=8 12x—1134-6 


1950 


+1948 


1947 +, 





1949+ 


1946 + 


1929+ 
1928 + 1940 


1926, _fy!93? 


Seve te 








30 60 /90 120 150 180 210 240 270 300 


PRODUCTION 
193i 1935=100 

















me 4 


ent 
are 


Ki 
tra 
his 


line 
cor 
acc 
193 


ten 
anc 


pre 
cap 
of { 
are 
in | 
equ 
per 
ear] 
con 
193 
193 
sam 
pric 














INDUSTRIAL PRODUCTION AND PROFITS 





1955] 493 


World War. In the comparable periods of the United States similar shifts 
will be observed. 

These shifts are significant: a shift to the left indicates an increase in 
the average profit margins, 7.¢., an increase of money profits per volume unit 
of output, and a shift to the right a decline in average profit margins. The 
shift of the regression line to the right from the 1920s to the 1930s means 
that in the 1930s profits of the same magnitude as in the 1920s were asso- 
ciated with, or could be derived only from, a higher volume of output. 
That much can be easily read from the graphs. Surveying the whole period, 
but keeping in mind the reservations made in the Appendix as to the accuracy 
of the statistics, one will probably conclude that the average profit margins 
rose considerably between the pre-First World War years and the 1920s 
and stayed high throughout that decade. With the onset of the depression 
of the 1930s they declined and stayed lower throughout that latter decade. 
Indeed, in the United Kingdom they appear to have fallen below the levels 
in the 1907-13 period, but data for the early period may not be accurate 
enough to say so positively. After the Second World War profit margins 
are up again and have remained at that higher level so far. 

Such changes in the profit margins are as characteristic for the United 
Kingdom as for the United States. They are not surprising. On the con- 
trary, they confirm what one had expected from other records of the economic 
history of those periods, though the abruptness of the breaks is puzzling. 

(d) With every successive period after the First World War the regression 
lines become steeper. The United Kingdom line for 1908-13 appears to 
contradict this tendency, but as stated the data of this period may be less 
accurate than later data. If instead of being expressed as percentages of 
1935, the magnitudes are expressed as percentages of mid-decade levels, a 
tendency of the regression lines to become successively steeper is not proven 
as yet, as has been commented upon on p. 489 when referring to Graphs A 
and B. 

Their becoming steeper from period to period if magnitudes are ex- 
pressed in terms of one base year may mean no more than that production 
capacities and fixed costs increase as time goes on and that the amplitudes 
of fluctuations in profits cannot fail to increase too, if output and profits 
are expressed as percentages of one single year. It is easily understood that 
in the 1950s each 1% of output of the 1935 level is supported by more 
equipment than was so supported in the 1930s. Consequently, fixed costs 
per 1% of the 1935 level of output are higher in the 1950s than they were in 
earlier periods, irrespective of prices having risen all round. As a further 
consequence, money profits, apart from being absolutely higher than in 
1935 and based on higher profit margins, will if expressed as a percentage of 
1935 profits fluctuate with greater amplitudes than in earlier periods. The 
same is true of the 1930s as compared with the 1920s, in spite of the fall in 
prices. Fixed costs continued to rise. So far, therefore, the rise in the 
steepness of the regression lines would be of no significance. 

However, it may also mean that the fixed-costs ratio to total costs has 
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been rising from period to period, as has been put forward as an explanation 
when commenting upon Graphs A and B. 

Whatever the explanation, where the amplitudes of correlated change 
are large profits tend to rise to comparatively high levels, if and when industry 
is working close to capacity, as in recent years. 

(e) Where the lines are steeper, the break-even levels, i.e., the point at 
which the regression line cuts the x-axis, will be found more to the right, 
that is to say break-even levels are at higher percentages of the 1935 output, 
This must follow from the fact just commented upon that equipment, and 
consequently fixed costs, increase as time goes on. The break-even levels 
are, of course, the same in any year and only expressed in different per. 
centages if the base levels are different. In the United Kingdom the break. 
even levels of the 1946-53 period tend to be at 48% of the 1950 output, as 
may be read from Graph A, which is the same as 70% of the 1935 output, 
as may be read from Graph C and corresponds to the output of 1950 being 
146% of the output in 1935. 

However, the increase of equipment and the consequent increase in 
fixed costs are not the only factors having a bearing on the break-even levels, 
The changes in average profit margins are another factor. The higher the 
profit margins, the lower the break-even levels, and vice versa, other things 
remaining equal. That much would follow from the arithmetic, and that 
much can be easily read from the graphs. When the line of regression 
shifts to the left, indicating an increase in the average profit margin, the 
break-even level shifts to the left too, indicating a lower level to which 
output may fall before profits disappear. 

Subject to certain provisos presently to be stated some conclusions in 
respect of break-even levels will be ventured. They are very tentative 
indeed. The provisos are: 


(i) British profits statistics are not very accurate, though their 
changes may be accurately enough recorded in the indices to disclose 
the correlation with output changes. They are probably far less 
accurate than American profits statistics. 

(ii) The trend will continue unbroken, if and when output declines 
to the indicated break-even levels. As a matter of fact, in the United 
States the trend did not break when in 1931 and 1932 output fell below 
break-even levels, but there the break-even levels were not as low as are 
indicated for the United Kingdom. 


Subject to these provisos, it appears that in the United Kingdom break- 
even levels have been comfortably low for a very long time, at least ever 
since the First World War. They have always been considerably lower 
than even the lowest annual output recorded in each period. They never 
came nearer than to 59% of the lowest output in any period, as, ¢.g., in 
1946. In other words, output could have fallen more than another third in 
any depression before profits would have disappeared. Output in the year 
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1931, the lowest output in the decade of the 1930s, was still about three 
times as high as the break-even level of that period. From this it may 
be concluded very tentatively that British profit margins are fairly high or 
fixed costs fairly moderate or, of course, that both factors have combined 
to keep break-even levels low. If, for instance, a very high profit margin 
combined with a relatively low fixed-costs ratio, the latter possibly due to 
lack of growth and modernisation, were the explanation of the very low 
break-even level in the 1920s, it would disclose as potent a cause of the 
difficulties of that decade as deflation, wage struggles or what else has been 
held responsible. At any rate, in no period have losses for the whole of the 
samples been recorded. Indeed, in no year of the 1920s or of the 1930s were 
profits of the whole of the samples less than about two-thirds of 1935 profits. 


This article does no more than record, and comment on, certain pheno- 
mena which, as far as we are aware, have as yet attracted little, if any, 
attention. It poses questions without supplying the answers. It intends to 
stimulate discussion rather than to explain the phenomena. In particular, 
it has no answer to the phenomenon—assuming the data to be sufficiently 
accurate—of the correlation being linear and being fairly close in each 
period, in spite of wide changes in various important economic conditions. 

Ernest H. STERN 
London. 


APPENDIX 


United Kingdom Data 


(a) The production series is a chain of indices of industrial production which 
are fairly crude in the early periods, but are getting gradually more refined and 
probably more exact in the later periods. The 1907-13 data are taken from Dr. 
Walter Hoffmann’s calculations of an index of industrial production published 
in Weltwirtshaftliches Archiv, 1934, p. 383; the 1920-30 data correspond to the 
index of production of the London and Cambridge Service, adjusted, however, 
by excluding agricultural production; the 1930-33 data are an average of this 
adjusted London and Cambridge Service index and the Index of Industrial 
Production of the Board of Trade, and the 1933-35 data are those by Carter, 
Reddaway and Stone in their publication The Measurement of Production Movements 
(Cambridge University Press, 1948). These various indices are linked together 
by bench-mark indices of 1907, 1924, 1930 and 1933 taken from the afore- 
mentioned publication on The Measurement of Production Movements, intermediate 
data of the various indices being roughly adjusted so as to fit in with these bench- 
mark levels. ‘The 1935-38 data, linked up at 1935 with the previous index, are 
those of the Central Statistical Office averaging the latter’s two series of the 
index, one based on 1935 weights and the other based on 1946 weights. These 
two latter indices have been published in The Interim Index of Industrial Production, 
No. 1, 1949. Finally, the 1946-53 data are also those of the Central Statistical 
Office, based on 1948 weights, and this index, having been extended back to 
1938, provided a link with the preceding index at 1938. 
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(b) The series of profits indices is even less accurate. They are taken from 
The Economist, which has been publishing data of company profits and indices 
built on them for a long time. The composition and the limitations of the latter 
have been extensively described by Hargreaves Parkinson in The Economist of 
December 17, 1938, dealing with data to 1937. The Economist sample starts with 
775 companies in 1908, rising to 2,279 companies by 1937 and to 2,756 in 
1953, all of them having their shares quoted on the London Stock Exchange, 
They represent the bulk of the larger companies in this country, and include some 
companies operating overseas. Up to 1937 about two-thirds of the companies 
were engaged in domestic industry, the rest in communications, trade and mining, 
partly overseas. By 1953 the proportion engaged in domestic industry has 
further increased. The bulk of the companies are identical year after year, but 
a few differ from year to year, a shortcoming largely repaired by annually linking 
the indices of two successive years. ‘The indices of 1907 to 1947 used here are 
those of The Economist chain index of industrial profits, namely those to 1927, as 
published in Hargreaves Parkinson’s article in The Economist of December 17, 
1938, those of 1928 and 1929 as published in The Economist of February 18, 1939, 
those of 1930-47 in successive issues of The Economist of March 15, 1941, March 
14, 1942, March 13, 1943, March 18, 1944, March 23, 1945 and The Economist 
supplement ‘‘ Records and Statistics’? of February 7, 1948. 1948-53 is an 
index prepared by Union Corporation, Ltd., London, linked to The Economist 
indices and based on profits data as published at regular intervals in The Economist. 
The Union Corporation index has not been published elsewhere. Whereas The 
Economist indices count the data published in the twelve months’ period from mid- 
year to mid-year as earned in the calendar year in which this twelve months’ 
period starts, the Union Corporation index counts all profits published in one 
calendar year as having been earned in the preceding calendar year. 

All profits are after depreciation, debenture interest and taxes borne by the 
company, but before income tax, and represent profits available to Preferred and 
Ordinary shareholders subject to income tax at the standard rate. In the years 
prior to 1936 some of the profits are after income tax—sorting out has not been 
possible in every case. ‘Taxes borne by the company include: Corporation Tax 
(5% 1921 and 1922, 24% 1923, nil thereafter); National Defence Contribution 
(5% 1937 and 1938); Profits Tax (25% 1946-48, 30% 1949 and 1950, 50% 1951, 
224% 1952 and 1953 (equivalent to about 45% under the 1951 method of 
calculation)); Excess Profits Levy (30% in 1952 and 1953, but differing in 
impact from company to company). According to The Economist, 1921 profits 
may have been overstated, inasmuch as company-borne Excess Profits Tax 
charged in previous years was refunded in 1921. 

The year 1926 has been omitted as it is thought that the General Strike and 
the long-drawn-out strike of the coal-miners in that year has rendered any index 
too inaccurate. 


United States Data 


(a) The index of production is the Federal Reserve Board’s index of industrial 
production, which includes manufactures and minerals. It is taken from the 
comprehensive description in the December 1953 issue of the Federal Reserve 
Bulletin and later issues to April 1954, and incorporates all revisions made by the 
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Federal Reserve Board to their original indices. It is regarded as a fairly accurate 
measure of growth and fluctuations of industrial output in the United States. 

(6) The index of profits is a chain of three indices. The period 1929-53 is 
represented by an index of the profits of the three groups of manufacturing 
industries, mining and contract construction, based on data of corporate income 
taken from the National Income, 1954 Edition, Supplement II, of the Department 
of Commerce Survey of Current Business. ‘These data are after provisions for 
depreciation (in some cases also after provisions for amortisation and depletion) 
and Debenture interest and they are also after company-borne taxes, such as 
Federal Income Tax, Federal Excess Profits Tax and various State taxes. 

The period 1927-28 is represented by an index of the Standard Statistics 
Company based on 400 companies engaged in industry, trade and mining, and 
excludes railroads and public utilities. These 400 companies had a profit of 
about $2 billion in 1927 and about $3 billion in 1929 and a total invested capital 
of about $29 billion for the average of the years 1928-30. The period 1920-26 
is represented by another index of Standard Statistics based on sixty-eight com- 
panies engaged in industry, trade or mining, also excluding railroads and public 
utilities. ‘They had a total invested capital of about $11 billion for the average 
1928-30. 

The indices of the sixty-eight compa’ ‘es’ sample and of the 400 companies’ 
sample are linked together by taking the average 1928-30 of both as 100 and then 
linked to the 1929-53 index based on the Department of Commerce data by 
taking the 1929 magnitudes of the latter and of the 400 companies’ sample of 
Standard Statistics as 100. 

While the indices of 1929-53 are based on fairly comprehensive data which 
include newly incorporated businesses, the two indices representing the 1920s are 
based on samples of identical companies and presuppose that the companies 
included in the samples maintained throughout the period their share in total 
profits. 

This index, like any other based on samples of identical companies, may 
understate the growth of profits to some extent. It takes no account of profit- 
earning companies added to the total of companies in the country. This deficiency 
may or may not be offset by the expansion of profits following on mergers of 
companies inside with those outside the sample. Though less accurate than the 
index covering 1929-53, it is regarded as sufficiently representative of the changes 
in profits earned by industrial companies in the 1920s. 














REVIEWS 


The Process of Economic Growth. By W. W. Rostow. (London: Oxford 
University Press, 1953. Pp. vi + 282. 25s.) 


‘ 


ProressoR Rostow describes his work as ‘‘an historian’s book about 
economic theory.”’ This arouses our interest at once, for historians are 
rarely venturesome, especially in this fashionable field of ‘‘ growth 
economics,’ where the theory so soon becomes especially difficult. The 
economic growth with which Professor Rostow is concerned is that of the 
capitalist economies, including primary areas, over the past century and a 
half. His main object is to present a particular theoretical framework 
within which future research should be organised. It is, as he says, ** about 
theory”; a programme for action more than a report on work done. 

This schema for the study of economic growth can usefully be divided 
into two sections, partly because the two aspects seem fairly distinct and 
partly because many readers may find one a more useful tool of analysis than 
the other. In his first theoretical section he sets up a simple model of growth 
and attempts to justify it. This is clearly the core of the book so far as 
Professor Rostow is concerned, yet it is likely to attract the least support. 
Some will be alienated by the particular form of the model and others by the 
influences he suggests are dominant. The second theoretical section offers 
a system for analysing the factors which determine the volume of output at 
any moment. The influences are divided according to the rapidity with 
which they vary. He advocates four groups: very long term influences, 
long term, medium run and short run, and he discusses the likely pattern of 
some of them. 

In his first section on the model of growth, Professor Rostow sets out to 
study the causes of changes in the total volume of goods and services pro- 
duced by one country; that is to say what is it that determines the amount, 
the productivity and the degree of utilisation of labour and capital in an 
economy. In this long-period analysis the constants which make the short 
period so manageable (capital stock, labour force, technology, natural 
resources, social attitudes and institutions shift and turn. Indeed, it is a 
fair starting point to suppose that these short-run constants are the most 
important long-run variables. What is it, then, which makes them alter? 
Professor Rostow’s answer, reasonably enough, is that a whole complex of 
forces and motives are operative, many of them outside the discipline of 
economics and more properly the concern of the sociologist, the anthro- 
pologist, the social psychologist, or the geographer. So far so good, but with 
his next step he begins to part company with some readers. He maintains 
that there is no reason to suppose that the scale of economic output is in the 
long run mainly determined by economic factors. As we might expect from 
this, Professor Rostow is highly critical of explanations of growth which are 
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largely economic, and he spends some time attacking the Marxists, the 
classical economists and the secular stagnationists. He also has interesting 
sections on the Harrod—Hicks—Mrs. Robinson type of modern growth 
theories, which he criticises as being concerned only with the problem of 
adjustment to an increasing supply of factors and not with what causes the 
quantity and quality of factors to change. 

Although Professor Rostow will not allow economic motivation and 
opportunity to play the main roles in his story of long-term growth (the socio- 
logist or the psychologist must supply those characters) he maintains strongly 
that economic theory has an important part to play in this co-operative 
historical analysis. ‘The task of economic theory is to provide the framework 
within which all the behavioural sciences can make their contribution. 
Specifically, he believes that in the study of short-term fluctuations theoretical 
economics has developed some powerful analytical tools which can be used 
in long-period work. In particular, he values the concept of the propensity 
to consume, a precisely defined, measurable relationship. The economic 
theorist, then, sets up a model of economic growth using “ propensity ”’ 
relationships. ‘The econometrician tries to measure these propensities for 
past periods. The other behavioural sciences try to describe why they altered 
when they did. 

So Professor Rostow offers us a model of growth utilising six such pro- 
pensities. (A propensity is defined as expressing how a society will respond 
at a given moment to variations in income and/or profit possibilities.) Out- 
put depends first on the propensity to develop fundamental science 
(physical and social); secondly, on the propensity to apply science to 
economic ends; thirdly, on the propensity to accept innovations; fourthly, 
on the propensity to seek material advance; fifthly, on the propensity to 
consume; sixthly, on the propensity to have children. 

The first reaction to this list is the intuitive feeling that sociologists and 
psychologists will find it difficult to fit their explanation of men’s actions into 
this economic strait jacket. The second is to wonder whether they need 
try, for if Professor Rostow is right and economic motives are often not a 
major factor, is this model very useful? To illustrate—he says, ‘‘ It might 
be the case that the scale on which fundamental science was pursued was 
determined wholly by tradition, love of truth, etc., and that the supply curve 
of resources for this purpose was inelastic with respect to the income yield 
believed to attach to this form of activity ’ (p. 31). Perhaps so; but in that 
case an approach to the subject of science via the degree of reaction to income 
and profit is unhelpful. It gives us a relationship in which the main 
determinants (in this illustration tradition and love of truth) are exogenous 
and without even a known probability distribution to help us out. Put 
more generally, if non-economic attitudes and goals are more important than 
income plus profit, then the main determinants of growth lie outside the 
model and are unexplained by it. But the weaknesses of this model may be 
even more fundamental than this. Suppose for a moment that we assume 
that there are no non-economic influences, that the propensities depend solely 
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on income and profit. We still have a model in which output depends on 
two variables, income and profit, which are both highly correlated with 
output. It hardly seems likely that such an approach to economic growth 
could be the most productive. 

The next reflection is on the form of the relationships. Professor 
Rostow is most anxious that his propensities should be operational; 
** Although difficulties of definition may attach to certain of these conceptions 
and practical difficulties in measurement would exist for certain of them, 
these are reasonably unequivocal and conceptually measurable aspects of a 
society’s behaviour for any given period of time ”’ (p. 22). Now to say the 
least of it, that seems optimistic. Probably the easiest to measure would be 
our old friend the propensity to consume. Yet econometricians have found 
this a formidable task, even for the United States, where statistics for the past 
century and a half are so much better than elsewhere. The old difficulty of 
distinguishing between a movement along a curve and a shift of the pro- 
pensity itself has proved almost insurmountable. Picture an econometrician 
trying to measure, say, the “ propensity to seek material advance” in 
France in 1830 compared with 1913. In our search for explanations of 
economic expansion over the past century and a half we must work with the 
statistics which have survived, poor though they are. Certainly they seem 
inadequate for the calculation, however roughly, of most of Professor 
Rostow’s propensities. 

The fourth reflection which this list of propensities evokes is surprise that 
Professor Rostow should urge the setting up of a model of growth in terms of 
aggregative relationships. Previously, and indeed in other sections of the 
present work, he had emphasised that aggregates disguise differences 
between sectors which are vital to the process of expansion. For example, 
sectoral peculiarities such as the land-tenure system, the attitude of the 
peasants, a commercial middle class with a small free pool of capital, the 
aims and organisation of the State power; these are most important 
determinants of growth which could be lost in an approach such as this, 
which describes only the average conditions in the economy. 

Perhaps too much should not be made of his suggestion for a model of 
economic growth in terms of six measurable propensities. Although in this 
book he devotes a great deal of time to them, he admits that they are offered 
as a tool of analysis which has helped him, but which may not appeal to 
everybody. But before leaving them it is interesting to notice that one of 
the roles he gives these propensities is to help to keep the economy on a fairly 
steady trend despite booms and slumps. He rejects entirely economic 
explanations of the trend, such as autonomous investment, and emphasises 
his belief that the real reason for long-term stability is that these propensities 
change only slowly. This is so largely because men’s ideas, attitudes and 
goals are acquired early in life and change little, despite temporary changes 
in economic fortune. Men cling to their ideas particularly because they 
** serve to bring order to a fundamentally unstable and treacherous world” 


(p. 41). 
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Those who have followed Professor Rostow’s earlier work, especially 
his British Economy of the Nineteenth Century, may feel regrets that he has shifted 
from largely economic explanations of economic history, to the broader, more 
nebulous, sociological interpretation advocated in this model. However, 
this present volume has many ideas outside the six propensities which are 
interesting. As, for instance, when he outlines his proposals for the study of 
“take-off? in economic growth, “an increase in the volume and pro- 
ductivity of investment in a society, such that a sustained increase in per capita 
real income results ” (p. 104). This is a generalised version of the “‘ industrial 
revolution’ concept, and he suggests, as a first approach, dividing “‘ takes- 
off” into those cases where a shift in the propensities seems to have been the 
main cause—as in Japan—and those which were triggered by new poten- 
tialities for profit suddenly appearing—as in Australia and New Zealand. 
With the attempts now being made all over the world to persuade backward 
economies to “‘ take-off,”’ it is safe to predict that economic historians will be 
studying this subject a great deal in the future; going back over this stage in 
the history of the more advanced countries to see what further lessons can be 
learned. 

We turn now to the second theoretical section of this book, in which 
Professor Rostow gives his schema for studying the factors influencing 
economic growth at any given time. He distinguishes, as I have said, four 
sets of forces, the interaction of which determines current events; the very 
long run, long run, medium term and short run. The last is the ordinary 
trade cycle, whose length used to be taken as about nine years. At first sight 
this approach may seem similar to Schumpeter’s theory of the interplay of 
Kondratieff, Juglar and Kitchen cycles, but in fact there is little in common. 

Professor Rostow’s very long-term influences are climate, geography, soil 
conditions and the like, which he suggests change so slowly that they can 
almost be regarded as given data. (At once one wants to ask if transport 
improvements do not effectively alter geography quite rapidly; and if major 
irrigation projects do not affect soil conditions.) His long-term influences 
are those which alter quite slowly, so that it may take up to a century or more 
for a change fully to be worked out: for example, the quality of the labour 
force, political attitudes, the exhaustion of mineral resources, institutional 
changes, such as the growth of a trade-union movement, and soon. Here is 
where the slow movement of the six propensities mostly fits into the schema. 
But Professor Rostow only sketches in very lightly his theory of long-period 
fluctuations and we are left with many questions unanswered. Certainly he 
is not a stagnationist, either of the Hansen or the Schumpeter varicty; nor 
does he suggest long-period “ stages”’ in the growth process; free com- 
petition, welfare capitalism, imperialism, for example. Perhaps the position 
can best be put by saying that he recognises that long-term changes will be 
operating without having yet formed a view as to the likely pattern. 

It is in his discussion of medium- and short-term influences that Professor 
Rostow is most precise and stimulating, perhaps because he is presenting an 


analysis based on the detailed researches of his British Economy of the Nineteenth 
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Century, though generalised to apply to economic expansion everywhere, 
On medium trends he says: 


** The course of modern economic history has been marked not only 
by cyclical fluctuations but also by protracted periods covering several 
cycles in real income and employment in which the world economy 
exhibited trend movements in relative intersectoral prices, inter- 
sectoral income distribution, the prevailing character of, and yield 
from, new investment, and the trend of general prices. It is believed 
that these trend periods are in large part to be accounted for by pro- 
longed over-shooting in particular sectors and by the reaction from such 
excessive distortions in sectoral patterns of growth. It is in tur 
believed that wars and “‘ lumpy ”’ forms of (mainly agricultural and raw 
material) investment, with very long periods of gestation have been at 
the basis of such distortion ’’ (p. 126). 


The periods of rising general prices, rising relative agricultural prices, high 
profits and a comparatively poor share for the industrial worker were 
1793-1815, 1848-73, 1896-1920 and 1935 to the present. These periods 
were caused by major wars and the development of primary areas. The 
reverse trends tended to prevail 1815-48, 1873-96 and 1920-35. These 
were periods of peace and a heavier concentration on industrial investment. 
It is to be emphasised that these periods are not marked by different 
rates of growth in the world economy nor by different proportions of income 
invested; the accent is on the direction and type of investment outlays, 

This theory of medium-term fluctuations is clearly quite different from 
Schumpeter’s and Kondratieff’s, though all are trying to account for the 
same “‘ fifty-year cycle ’’ of the past century and a half. First, as Professor 
Rostow points out, unlike Schumpeter’s, it does not point to innovations in 
industrial countries as causing the swings in the price level. He would argue 
that the upward trend of prices after 1793 was caused by the expenditures of 
the Napoleonic wars and not by investment in the cotton industry, which was 
of quite minor weight. Similarly, the expansion of the automobile, 
chemical and electrical industries is inadequate to explain the rise in world 
prices after 1896. The major factor was the huge investments in world 
primary areas. Even railway investment, though more important quanti- 
tatively, was not sufficiently specific to the period following 1848 to be 
responsible for the upturn. Secondly, it is assumed in Schumpeter’s 
analysis that this ‘‘ bunching’ of major innovations will always yield a 
Kondratieff cycle of roughly fifty years. There is no such necessity in 
Professor Rostow’s theory of medium-trend periods. The duration of the 
low-price period can vary with the extent to which primary-area capacity 
overshoots world demand, with the rate at which world demand for primaries 
continues to expand and to overtake primary capacity and with the onset ofa 
major war or a world armaments race. 

The question of the onset of wars raises the problem of the place of exo- 
genous factors in this medium-term analysis. In this book, as in his previous 
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work, Professor Rostow, in contrast to Kondratieff, takes wars as an exo- 
genous influence, though a vital one. It is on non-economic grounds that 
we must explain the fact that the major wars of the nineteenth century 
occurred in batches and with thirty or forty years between the groups. On 
the endogenous or exogenous nature of another variable usually considered 
important, gold discoveries and production, Professor Rostow was previously 
uncommitted. Now, on this issue at least, he has joined Kondratieff. 
“Although no great weight would be placed on this factor, the present 
argument would also regard the changing importance of gold production, 
as endogenous to the system, in the sense that protracted periods of falling 
prices, in an era of stable gold standards, increased the incentive to find and 
to mine gold ”’ (p. 143). This is a proposition which sounds reasonable in 
theory but seems unrealistic when we consider the circumstances of most gold 
discoveries and the unrestrained rushes which followed. However, whether 
an exogenous variable or not, his description of the way in which gold and 
silver mining affected prices is still the completely non-monetary analysis 
which Professor Robertson has previously attacked. Gold-mining is like 
war expenditure; it does not produce goods which people buy. Its in- 
fluence is via its multiplier effect and not via the banking and credit system. 

But if Professor Rostow has remained unmoved by Sir Dennis’ criticisms 
on this point he does seem to have given ground in two other places. The 
first, a minor one, is on the dating of the end of the ‘“‘ Great Depression.”” He 
concedes that for the world economy as a whole the traditional date in the 
middle nineties is preferable to 1900, which he had suggested for Britain. 
Of more weight is the question whether periods of low prices were also de- 
pressed in the sense that investment was lower and unemployment higher. 
In opposition to Professor Rostow’s thesis, Sir Dennis argued that unem- 
ployment in Britain was higher in 1873-96 than in the periods before and 
after. In this revised and generalised presentation Professor Rostow now 
argues that these medium-term fluctuations “‘ are not trends in the overall 
rate of growth of output. Nor would they necessarily imply secular changes 
in the average level of unemployment, although some reflections in the 
average level of unemployment would not be excluded prima facie by this 
definition ’’'(p. 127). 

A major difficulty in accepting this model of medium-term trends in the 
growth of the world economy is that, like Schumpeter’s, it presumes certain 
institutional conditions to be present and not subject to marked change. It 
assumes that capital will swing easily from home industrial investment to the 
opening of primary areas, usually abroad, in response to the pull of relative 
prices. But even in the nineteenth century the world capital market was far 
from perfect and far from constant in its imperfections. In lending countries 
the willingness to invest abroad was always changing, especially with the rise 
of industrial nations whose international investment was heavily biased away 
from primary-area development. The more we try to extend Professor 
Rostow’s analysis into the twentieth century—and this is what he wants us 
to do—the greater become the objections to this free-market postulate. 
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Internationally we have governments controlling the quantity and the 
objects of international lending; tariffs, quotas, commodity agreements, 
stockpiles all help to thwart the normal influence of market demand on 
prices, capacity and investment. Inside countries, the price mechanism is 
obstructed by trade-union strength, by oligopolistic non-price competition, 
and by the State through price support, investment planning and the rest, 
All these changes are abstracted from Professor Rostow’s theory of medium- 
term trends by his assumption that such institutional forces change sufficiently 
slowly to be allocated to long-run influences. The difficulty is that after a 
time, and not a very long time either, these long-term forces may so have 
changed conditions that the old medium-term analysis is no longer 
appropriate. 

Finally, in Professor Rostow’s schema, conditions in the economy at any 
moment depend on short-term, trade-cycle, influences, as well as on the very 
long-, long- and medium-term trends discussed above. The short-term 
analysis is in many respects similar to the medium. Cycles depend on con- 
ditions in certain sectors of the economy. Investment in each sector depends 
on the relationship between demand and capacity. A boom is started when 
shortage of capacity in certain key lines, say cotton and shipbuilding, leads 
some entrepreneurs in those industries to expand their plant. Other entre- 
preneurs in those lines join in, and the rise is helped by investment in certain 
other sectors where demand is beginning to press on capacity. But the 
boom is not general to all sectors of the economy. The length of the up- 
swing depends on the extent to which capacity was short in the key lines, and 
also on the gestation period of the investment there, for when entrepreneurs 
begin to see new plant producing goods (perhaps even a little earlier) they 
have second thoughts. They realise that when all the expansion plans which 
have been started come to fruition there may well be a glut. This, plus 
high costs and interest rates, causes a curtailment of fresh expansion projects 
and the down-turn is on. It should be noted that the down-turn does not 
come because all resources are fully employed or because of limitations of 
credit. Nor are harvest fluctuations and changes in the foreign-exchange 
position given a role to play, although in his previous work on the British 
economy Rostow had stressed their part in the down-swing in the cycles up to 
1850, and possibly to 1870. ‘The down-swing is cushioned primarily by the 
fact that investment projects which have been started are usually completed, 
and because the largest projects are usually started only in the later period of 
the up-swing when optimism is highest. The net effect of the cycle is that 
capacity in the key sectors has been expanded far beyond even peak demand, 
and they have to wait for well over a decade before the growth of the 
economy again causes demand to press against their output possibilities. 
For this reason the next boom sees the lead being taken in a different group 
of key lines; a group which hardly shared in boom number one. 

As a theory of the cycle this is incomplete without a description of the 
bottom turning point. What is it that causes demand to outstrip capacity 
in the key sectors? Professor Rostow firmly rejects the concept of a rising 
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stream of autonomous investment, unconnected with the cycle. He sub- 
stitutes rising consumption as population continues to expand and, on the 
supply side, falling costs and interest rates plus the flow of innovations, 
which is only slightly affected by the cycle. These, with the constancy of 
psychological attitudes and ideas already discussed, will make conditions 
ripe, after a time, for an up-swing. 

This description of the trade cycle as a problem of misdirection and over- 
concentration of investment rather than inappropriate total volume is 
interesting, particularly since it comes from one who has examined the 
British experience in such detail. One implication, as Professor Rostow 
points out, is that it would not be enough for governments to ensure the 
necessary total of investment to control the cycle. They would need also to 
influence its distribution between various lines. 

There can be no doubt that historically booms have been famous for a 
“mania ’’ of expansion in certain sectors, but Professor Rostow’s analysis 
raises at least two major questions as to the extent to which the key sectors 
control the cycle. Even if we grant that they start the up-swing, that 
excesses of investment are most marked in these lines, and that the end result 
is that their capacity is expanded far beyond current peak demand, it still is 
not clear that they dominate the cycle after the initial phase. Professor 
Rostow has criticised Schumpeter for believing that investment in cotton was 
weighty enough to have dominated the British economy after 1793. Simi- 
larly, we may doubt whether the same things which trigger a boom neces- 
sarily control it throughout. When the more weighty industries and public 
utilities join in with increased investment, even if only half-heartedly, we 
would expect their behaviour to be decisive from then on, purely because of 
their greater scale. Secondly, to link the length of the up-swing with the 
gestation period of investment is to minimise the role of anticipation in invest- 
ment planning. It assumes that entrepreneurs begin to revise their estimates 
of the future mainly when new plant begins to operate, rather than when 
they see it under construction or when they learn of its future construction. 

If we take a broad look at this attempt to describe economic growth in 
terms of these four types of change, very long, long, medium and short, we 
are struck by the international character of the medium-term analysis and 
the single-country approach of the other time periods. This contrast is 
most marked between the medium trends and the short cycles. Medium 
trends are presented as an experience of the whole world trading area. 
Short swings are presented largely in terms of a single-country model. If 
economies are inter-related in a decisive manner in the medium run, one 
would expect something similar over the shorter periods: that the cycle in one 
country would lead on and be encouraged by the cycle in the next, or be 
damped by sluggishness abroad. But this is a part of the story which is only 
weakly developed. 

Secondly, and more generally, any model for the study of historical 
change has to steer the difficult course between unrealism (over-simplifica- 
tion of the influences at work and insufficient attention to the differences 
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between cases) and unhelpfulness (too much emphasis on the multiplicity 
of factors and the peculiarities of each case). ‘To judge Professor Rostow’s 
four-period schema in this respect is a matter of individual judgment; to 
my view he seems to have steered too close to unreality in his tendency to 
pigeonhole factors once and for all as “‘ long-term” or “ medium-run” 
influences. It is an unfortunate but essential complication that they are far 
from constant in their rate of change and defy permanent classification in this 
respect. 

Professor Rostow has described his own book well. It is a book about 
theory; it suggests a schema for analysing the process of growth; it calls for 
the study of recent world economic history within a particular framework; 
and it offers tentatively an explanation of medium and short fluctuations. 
It is an immensely interesting presentation, both on its own account and as 
showing the development of Professor Rostow’s ideas as he moves from his 
work on the British economy to a wider viewpoint. 

KENNETH BERRILL 
St. Catharine’s College, 
Cambridge. 


The Social Foundations of Wage Policy. By BARBARA Wootton. (London: 
Allen & Unwin, 1955. Pp. 200. 15s.) 


TuE sub-title of Dr. Wootton’s book, “‘ A Study of Contemporary British 
Wage and Salary Structure,” affords perhaps a more accurate description 
than her main title. In Chapter I, ‘“ The Economist’s Theory of Wages,” 
she gives a very brief and unfavourable account of the existing condition of 
wage theory as exemplified by a number of (chiefly) text-books, amongst 
which it may be noted Marshall is not included. Chapter II, “‘ Some 
Economic Curiosities of British Wage Structure,” contains a very interesting 
analysis of relative wage and salary scales in a wide variety of occupations. 
Chapter III, ‘‘ Modern Methods of Wage Determination,” deals a little 
pecfunctorily with collective bargaining, wages councils and arbitration. 
In Chapters IV and V, “‘ Wages Policy ina Vacuum: Attitudes of Govern- 
ment and Trade Union Congress”? and “ Attitudes of Trade Unions, 
Employers and Arbitrators,’ after recounting the story of Government 
intervention in wage policy which culminated in the issue of the 1948 White 
Paper on Personal Incomes, Costs and Prices, she provides a critical and often 
illuminating commentary on wage negotiations and arbitration decisions 
in recent years. Finally, in Chapter VI, “‘ Towards a Rational Wage Policy,” 
she adumbrates a wage policy which would conform to her own notions 
of what would be socially and economically desirable. 

Dr. Wootton is a severe critic of the professional economist for his 
abstract, unrealistic and predominantly static approach to the problem of 
wages. Some of her blows are well aimed and strike home, but others seem 
merely to be beating the air. What reputable economist in modern times 
has ever approached wage determination “ from a presumption that bishops 
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and sweepers should normally carn the same remuneration ’’? Since the 
days of Cairnes every economist has surely been familiar with the concept of 
non-competing groups, and has always treated the tendency towards the 
equalisation of net advantages as being applicable only within a group where 
there is effective mobility. Again the observation that some dirty or dan- 
gerous or otherwise undesirable occupations are or have been associated 
with relatively low wages is not, as she contends, in conflict with the general 
doctrine. For if, owing to necessity, lack of alternative jobs or any other 
reason, the disadvantages of a particular job do not in fact deter large 
numbers of workers from applying for it, the wages there may continue to be 
relatively low unless or until there is some relevant change in the general 
conditions of the labour market, or in the attitude of workers themselves 
towards those disadvantages. Is it entirely fair to judge, and scoff at, all 
economists by what a few of them can manage to find room for when they 
are endeavouring to cover the whole of economics in outline in an ele- 
mentary text-book designed for first-year students? This is not to deny that 
some of these writers might find Dr. Wootton’s book profitable reading 
when they come to revise their chapter on wages for a new edition. 

Dr. Wootton’s grasp of modern economic theory is not always very secure. 
The Keynesian doctrine, which now finds widespread acceptance, that re- 
ducing wages all round in a slump may only aggravate the depression, does 
not support her conclusion that: ‘‘It now appears that an increase in the 
general level of wages is as likely to be a cure as a cause of unemployment— 
at least in circumstances in which for some reason or other there are unused 
resources lying idle.”” The same unfounded statement is repeated later in a 
more emphatic form: ‘‘ In the event of a slump, the arguments from general 
welfare would be entirely on the side of wage advances.” 

Dr. Wootton makes much of the distinction between the economic and 
the ethical factors which influence wages—the principal example of the former 
being a claim for a wage increase based on undermanning, while both the 
cost of living and the preservation of existing or former relativities are 
classed as predominantly ethical in content. She also stresses the im- 
portance of social considerations, such as the association of prestige with 
pay, in affecting the wage and salary structure in this country. Much of 
what she has to say on these topics is valuable and of great interest; though 
she continually tends to overstate her case—partly because her definition of 
what is economic is as narrow as her definition of what is ethical or social is 
wide. 

Wages surely are governed inescapably by all the forces affecting the 
demand for and supply of different kinds of labour. Sociological as well as 
economic factors enter into both demand and supply, but particularly into 
the latter, where supply price can play so important a role. As Dr. Wootton 
justly points out: “‘ A collective agreement demands a degree of social justi- 
fication which a private bargain can ignore. Negotiators and diplomats, 
despite their reputation for cynicism, are incurably ethical in their choice of 
arguments.’’ But it is none the less true that in the end it is the economic 
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considerations which have the last word. Dr. Wootton will not need to be re. 
minded that many of the trades which experienced the greatest relative falls 
in wages in the inter-war period were precisely those in which trade-union 
organisation was strongest and most firmly established; yet all their in. 
fluence on the supply price of labour was unable to withstand the impact of 
the fall in the value of the net product of the workers concerned. 

Throughout her book it would seem that she has allowed herself to be 
over-much influenced by the post-war situation of this country, when a 
period of creeping inflation associated with a very marked increase of value 
productivity per head has brought with it a prolonged phase of wage 
advances all round. It is this abnormal, and in peace-time unprecedented, 
combination of economic circumstances which has led to the apparent 
emergence of those “ sociological ”’ factors to which she attaches so great an 
importance. It is true that they have always been present, but now they 
appear (but it is only an appearance) to dominate the whole scene. Sup- 
posing, however, that, say, the Lancashire cotton industry, at a time when 
employment was full elsewhere, were to find that its costs were such as to 
price its goods out of a large part of its foreign markets, would the appeal, 
either to the cost of living or to the principle of relativity, avail to prevent a 
downward adjustment of its labour costs (¢nter alia) to meet the new situation? 

Dr. Wootton is troubled by the recent trend of wages. She is alarmed, 
we hope unduly, by the menace of the inflationary spiral of wages and prices, 
Is there not, though, something of meiosis in the term “ near-full employ- 
ment ”’ which she habitually uses when referring to the present-day economic 
situation? Furthermore, she is an impassioned egalitarian, holding with 
Professor Tawney that existing inequalities of income and privilege cannot be 
reconciled with democracy, as they understand the term. (In this con- 
nection her discussion of the potentially revolutionary consequences of a 
widespread adoption of job evaluation is of great interest.) Finally, she sees 
clearly that wage movements as they are conditioned to-day are incon- 
sistent with the ideal she cherishes of a planned economy, in which output 
and therefore labour supply would be determined by social priorities. 

The wage policy she favours is that a forecast should be made in the first 
instance of the amount which would be available for granting wage increases 
in the ensuing period without adding to inflationary pressure. This amount 
should then be allocated with priority for those in the lower wage and 
salary scales, and with tapering increases for the higher incomes up toa 
maximum income, above which no increase at all should be granted. 
Exceptional increases could be permitted in industries which were under- 
manned as evidenced by the fact that their labour force was insufficient to 
produce the target of output prescribed by the planning authority. On the 
other hand, the mere fact that workers in a given industry happened to have 
an abnormally high productivity should not entitle them to differentially 
higher wages, apart from the larger earnings to be obtained under a system 
of payment by results. The implications of this last suggestion are clearly 
formidable, and they are not lessened by her own comment: ‘“* Where, 
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however (as may happen in industries that are privately owned), exceptional 
performance is synonymous with exceptional profit, any proposal to dis- 
regard overall results in wage determination carries the important corollary 
that, if the workers in an exceptionally productive industry are to forgo the 
fruits of their special position, the same rule must be applied to their em- 
ployers also.”’ 

While feeling the greatest respect for the ideals and motives which lie 
behind the policy put forward by Dr. Wootton, it does seem to the present 
reviewer that her recommendations must be regarded as appertaining to the 
realm of her own private Utopia rather than to the world in which, one and 
all, we actually live. 

Despite the criticisms that have been expressed in this review, it can be 
afirmed with confidence that Dr. Wootton has written the most interesting, 
stimulating and thought-provoking book on wages that has been published 
in this country for many years. 

C. W. GuILLeBAuD 
St. John’s College, 
Cambridge. 


Politicheskaya Ekonomia; uchebnik. (Text-book of Political Economy.) 
Academy of Sciences of the U.S.S.R., Institute of Economics. (Moscow: 
State Political Editors, 1954. Pp. 632; no index. 9.50 roubles. 


5 million copies printed.) 


Tuis book bears many traces of the peculiar circumstances of its birth. 
For nearly twenty-five years no economics text-book had been published, 
despite, or because of, the great transformations of the intervening period. 
Yet theories applicable to “ capitalist ’’ society, or to the mixed economy of 
the NEP period, were of doubtful relevance to the U.S.S.R. after 1931. 
The need for a new formulation, and a new book, was recognised publicly 
in the late thirties; according to a famous unsigned article published in 1943 
in Pod Znamenem Marksisma (allegedly written by Stalin himself), work on 
a text-book was in progress, but nothing emerged. Some time in 1950-51 
a committee of the most eminent academic economists were producing 
(probably not for the first time) a draft text-book, and this was discussed 
in academic and party circles in 1951-52, with Stalin joining in; his con- 
tributions form a large part of his last published work, Economic Problems of 
Socialism. On Stalin’s own instructions, the final draft was to be submitted 
to the Central Committee of the party. No doubt, his death delayed 
matters, since the first printing did not begin until August 1954. 

The work is thus almost as much political as economic—a fact symbolised 
by its being edited by those generally responsible for political tracts, though 
also bearing the imprint of the highest institute of economics in the land. 
The colossal printing of five million copies, surely unique in the history of the 
subject, shows that it is to be used as an authoritative statement of doctrine 
far beyond the narrow confines of economics faculties, though the latter will 
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have to use it too, in the absence of any alternative. It is something of a 
theological tract, on a subject so close to the heart of Marxist-Leninist 
beliefs, a party document, orthodox to the nth degree. Such original thought 
as might have been produced by any one of its nine authors seems to have 
been eliminated in the process of collaboration, or amended out of recog. 
nition by the party. The book stands as a monument to the intellectual 
stultification of the late-Stalin epoch, and indeed looks a little out of place in 
the less frosty atmosphere which has been observed of late, in economics as 
elsewhere. It is sad to observe how the student has been presented with 
dogmatic assertions of absolute truth, without ever being encouraged to 
think for himself. It was not always so. The senior member of the authors’ 
panel, Professor Ostrovityanov, was co-author of a text-book published in 
1929, and there, at the conclusion of every chapter, the student was shocked 
into thought by such questions as these: ‘‘Why can we not . . . draw the 
conclusion that exploitation exists in state enterprises, seeing that our workers 
are worse off than those in advanced capitalist countries? ’’ On this occa- 
sion, all that one finds at the end of every chapter is a simplified and ultra- 
dogmatic summary, in italics, of the ground covered. 

The book is arranged into three main sections: pre-capitalist production, 
capitalist production (subdivided into pre-monopoly and monopoly capitalism) 
and socialist production (subdivided into the transition period, the socialist 
economic system and a brief account of the progress of the ‘ peoples’ 
democracies’ and China). A twelve-page conclusion points the moral: 
** All this is unquestionable proof that, in our century, all roads lead to Com- 
munism.”’ Much of the earlier part is a kind of short economic history of the 
world, beginning with the period when man learnt to use his hands. How- 
ever, the western reader would be most interested in the analysis of 
‘* capitalism ”’ and of the Soviet economic system. 

One looks in vain for any original approach to “ capitalist ’? problems. 
The presentation follows Marx, except that in the section on “ monopoly 
capitalism ’’ there is a sizeable contribution from Lenin. Not one of the 
theories devised in the western world since Ricardo receives serious con- 
sideration or is allowed in any way to affect the analysis of the western 
economy. Various names are mentioned; thus on pp. 305-7 there are 
references to Menger, Wieser, Bohm-Bawerk, Marshall, J. B. Clark, Keynes, 
Alvin Hansen; but all are presented as crude apologists and hypocrites, 
aiming to disguise the essence of capitalism. For example, “‘ J. B. Clark 
. . . preached the lying idea of the ‘ harmony of interests ’ of various classes 
in bourgeois society, advanced the theory of ‘ marginal productivity,’ which 
in reality was a new attempt to link the old vulgar theory of the ‘ pro- 
ductivity of capital’ with the Austrian school’s vulgar theory of ‘ marginal 
utility.’ ”’ The most extreme of Marx’s polemics are presented as absolute 
truth, and are illustrated by a bewildering set of numerical examples and 
rather odd statistics. For instance: mechanisation leads to an increase in 
hours of work, and in all “‘ capitalist ”’ examples the working day lasts at 
least twelve hours and the “ norm of exploitation ”’ is at least 100% (229% 
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inthe United States in 1939); the basic law of capitalist accumulation is the 
absolute and relative pauperisation of the masses, and “in the twentieth 
century, real wages of workers in England, the United States, France, Italy 
and other capitalist countries are lower than in the middle of the nineteenth 
century ’’; taxes under capitalism are ‘‘ means of redistributing part of the 
toilers’ wages in the interests of the bourgeoisie”’; the British national 
income in 1924 was divided between “ toilers”’ and “‘ capitalists’ in the 
proportion of 45: 55; British wages in 1952 were “ 20% below pre-war ”’; 
the fall in the birth-rate in western countries after 1870 was due to the im- 
poverishment of the masses (with, of course, not a word about what hap- 
pened to the death-rate), and so on. Of course, this section of the book is 
not a mere recital of absurdities; there is a well-written summary of tra- 
ditional, orthodox Marxist doctrine on socially-necessary labour, surplus 
value, differential rent, the circulation of capital and the like. However, 
all this shows no development since 1883. 

In dealing with the ‘‘ monopoly-capitalist ”’ stage the authors do not fail 
to cite Stalin’s definition of the basic economic law of present-day western 
society—maximum profits, maximum exploitation, impoverishment, robbery 
of backward peoples, militarisation, war and soon. There is no attempt at 
any serious economic analysis: for instance, the meaning of ‘‘ maximum ”’ 
profits and the theoretical or actual price policies of monopolies are not con- 
sidered. Everything is subordinated to the painting of a picture, in the 
darkest colours, of imperialist-monopoly capitalism moving inexorably 
towards its final crisis; there is far too much crude, cold-war pam- 
phleteering, and one wonders sadly whether the authors believe what they 
write. Wein the West suffer from similar efforts to ‘ analyse ’’ the U.S.S.R., 
in which the task of understanding is subordinated to political-warfare con- 
siderations; but fortunately there is serious scholarship too, while the reviewer 
has yet to read any article or book on the economy of the West published in 
the U.S.S.R. which transcends the over-simplified militant formule referred 
to above. 

The same poverty of thought shows itself in the long section dealing with 
the Soviet economy. Much of it consists simply of a short economic history, 
along lines familiar to readers of such authoritative works as the Short History 
of the Communist Party of the U.S.S.R., together with an uncritical description 
of economic organisation (for example, the state budget system, categories 
of agricultural producers and the like). The last thoughts of Stalin on the 
laws of socialism are reproduced almost verbatim, and are certainly not 
developed in any way. The question of the content and significance of 
economic laws under the present Soviet system is obviously of key importance, 
and it is deplorable that the authors avoid serious analysis by question- 
begging formulations. Thus there is said to be a law of “‘ planned—pro- 
portionate—development of the economy,” and “the law of value” 
operates. One might ask: what proportions correspond to this “‘ law,’’ and 
how does the law of value actually manifest itself in Soviet conditions? The 
answer to the latter question seems to be: that in fixing prices, the state 
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cannot wholly ignore supply and demand and must provide adequate 
incentives to the producers; for instance, if buying prices for potatoes are 
fixed too low, then the peasants will not produce enough potatoes; so the 
state ‘‘ takes the law of value into account.” As for the correct proportions, 
we are told with truly startling simplicity that “in accordance with the 
requirements of the basic law of socialism and the law of planned (pro. 
portionate) development of the economy,” the necessary proportions are 
‘* established in a planned manner ”’ (p. 545). The “‘ basic law of socialism” 
referred to above is the one discovered by Stalin: maximum satisfaction of 
the people’s needs on the basis of the highest technique. ‘The term “ maxi- 
mum ”’ is not defined; presumably it corresponds to the level of consumption 
reached at any given moment. 

Formulations such as these, with their confusion between economic 
‘** Jaws’? and what the state does, have their political advantages, since it 
can then be claimed that the party’s policy at all times follows objective 
laws of economic development. However, it is to be doubted if such mental 
poverty is in the interests of, or even desired by, the Soviet government, 
The party leaders themselves must wish for some economic criteria by 
which alternative policies could be judged, or some original analysis of the 
interconnections between different sectors of the economy (without the 
utterly stultifying assumption that optimum proportions are a “ law”), 
The leaders may well desire, also, serious consideration of the problem of 
allocating scarce resources economically between competing ends, a problem 
of which Khrushchev showed himself aware in some recent speeches, notably 
to the builders’ conference. There has in fact been a long and lively dis- 
cussion of the economic efficacy of alternative investment projects in the 
specialised press, but it is typical of this text-book’s timid orthodoxy that it 
finds no reflection in its pages, presumably because no orthodox “ solution” 
to this particular problem has yet been devised. It would be wrong to take 
the present book as typical of post-Stalin Soviet economic thought: for 
example, there have been some stimulating and original articles in the eco- 
nomic press, notably by Professor Strumilin, in which a number of orthodox 
concepts are re-examined in a critical spirit, even to the point of criticising 
Marx himself; however, such signs of ‘‘ thaw” seem in no way to have 
affected the authors of the text-book. 

The value of the ‘‘ Soviet ”’ section of the book lies largely in the deduc- 
tions which can be drawn from it on general party-policy matters, and in the 
appearance of hitherto-unpublished statistical data. ‘Thus the would-be 
prophets can attempt an interpretation of Soviet agricultural policy in the 
light of defined stages of the transition from socialism to communism; 
however, the various formulations bristle with ambiguities, and could be used 
to support a number of different policies. It is also of political interest to 
note that this book, fully six months before Malenkov’s fall, went out of its 
way to emphasise the over-riding priority of producers’ goods over consumers’ 
goods, as an essential pre-condition of the necessary rate of growth. Among 
useful items of information is that average wages in 1953 were 201% of 1940, 
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that is about 8,160 roubles per annum. There are also some re-definitions, 
of which the most important concerns “ necessary labour”’ and “ surplus 
value’ under socialism; Stalin, in his contribution to the discussion, asked 
that these inconvenient concepts be eliminated, and this the economists 
have duly done: labour time is divided into “ work for oneself ’’ and “‘ work 
for society ’’ (this sounds much better than surplus value, with its savour of 
exploitation; society utilises its share of the workers’ product for the needs 
of culture, administration, defence, etc). On a lower theoretical level, a 
not-too-successful effort has been made to eliminate the concepts “ turnover 
tax’? and “ profits,”’ by calling them “ centralised net income of the state ”’ 
and “‘ net income of enterprises”’ respectively; however, as the use of the 
old terms in the 1955 budget demonstrates, this has not caught on. 

No, the long-awaited text-book is disappointing and pedestrian. It is 
evident that no serious contribution can be made by Soviet economists in 
the context of a work designed to serve politico-theological ends, although 
useful work is being done in certain sectors of applied economics. 

A. Nove 
London. 


International Economic Papers, No. 4. Translations prepared for the INTER- 
NATIONAL Economic AssociaTion. (London: Macmillan (New York: 
The Macmillan Company), 1954. Pp. 229. 15s.) 


No. 4 in the interesting series of International Economic Papers includes nine 
items of widely differing appeal. It is no doubt more important that a cos- 
mopolitan collection like this should please all sorts of taste some of the time 
than that it should consistently please some particular section of readers; 
and criticism must be tempered accordingly. Different readers will in- 
evitably make different selections from among this bunch of nine as worthy 
of their attention; and a reviewer may perhaps do something to assist a 
reader’s choice, but cannot really presume to advise him. 

Probably of most general interest will be a translation of the Preface to the 
French edition (of 1943) of Lord Keynes’ General Theory. This Preface, 
which is dated February 20, 1939, is a restatement of the main intentions of 
his work in the light of discussion and criticism which had greeted the book’s 
initial appearance. ‘This restatement stresses in particular the book’s con- 
cern with “‘ the functioning of the economic system as a whole”’ and with 
the avoidance of those “ grave errors’? which have been committed in 
“extending to the whole system conclusions which have been correctly 
established for a part of the system treated in isolation.” (It contains 
incidentally a tribute to Montesquieu as “‘ the greatest French economist, 
justly to be compared to Adam Smith.”) Unfortunately it consists of no 
more than four pages and has had to be translated from the French, since 
the original English manuscript has not been traced. We are told that the 
translation has not tried “‘ to recapture the characteristic style of the author.” 
This is understandable; yet some may regret that a style should have been 
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chosen quite so lacking in places the grace that was usual from this author 
(the translation contains, for example, two inept substitutions of ‘* I would ” 
for ‘‘ I should ” and two rather clumsy in-respect-of’s where “* regarding” 
would have been easier and may well have stood). 

Next to it in interest for many economists may be the 1930 article of 
Luigi Amoroso (in the Giornale degli Economisti) on “‘ The Static Supply 
Curve,” in which an approach to questions of competition and monopoly, 
analogous to that of Mrs. Joan Robinson and Professor Chamberlin, was 
developed, mainly in algebraic form. It includes a formula for the relation- 
ship between marginal and average cost in a U-shaped curve and for the 
relationship between price and marginal cost; with the so-called “‘ Ricardo” 
and ‘‘ Cournot ”’ cases treated as limiting cases. The treatment is marked 
by an insistence that the distinction between competition and monopoly 
turns, not on the existing number of firms in an industry, but on whether the 
number of firms varies with the price or is independent of the price; and in 
the duopoly case Cournot’s solution is followed and defended against the 
Bertrand—Edgeworth and Pareto criticisms. In conclusion, the static 
nature of the supply curve is emphasised by the statement that “ neither 
producers nor consumers in our scheme foresee future conditions and 
prospects ’—which has some interest in view of the recently revived dis- 
cussion about excess capacity. 

For Schumpeter-fans there is an early article of 1918 on “‘ The Crisis of 
the Tax State.”” This shows signs of developing a novel economic theory of 
the State: for instance, the contention that the tax system grew out of the 
needs of feudal princes for new forms of revenue, and that the tax system was 
the origin of the modern centralised State, which as such would disappear 
** where all areas of social life are ‘ socialised.’”’ But after some stimulating 
historical excursions it rather peters out in a discussion of the limits to taxa- 
tion and of the financial problems of post-war Austria during the great 
inflation (including some rather general discussion of the prospects of a 
capital levy). 

Of a very different mint is the article by Professor Oskar Lange from a 
Polish journal on ‘‘ The Economic Laws of Socialist Society in the Light 
of Stalin’s Last Work,”’ which is an elaborate review-summary, with running 
commentary, of Stalin’s Economic Problems of Socialism in the U.S.S.R. of three 
years ago. The main theme is the “ objective character ’’ of economic laws 
alike under socialism and capitalism, although this objectivity “‘ dos not 
imply that man is necessarily powerless before them” and “does not 
imply an acceptance of fatalism.” (‘‘ Under socialist conditions economic 
laws have the character of known objective necessities, i.¢., mecessary 


connections or principles entering into objective reality. ... To be 
effective, practical policy presupposes compatibility with the objective 
necessities inherent in the socialist mode of production . . . thus there 


exists an objective criterion of the correctness of economic policy.’’?) This is 
written with Professor Lange’s characteristic cogency and clarity; but the 
treatment remains rather general. Among specific questions covered are: 
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the place of commodity (market) relations, the difference between socialism 
as an historical phase and communism, and the future of collective farms in 
the light of the transition from one phase to the other (for example, should 
there be “‘ nationalisation ”’ of collective farm property ?). 

Two theoretical articles of specialised appeal are by a Brazilian and a 
German economist respectively; the former being a development of certain 
points raised in some lectures of Professor Nurkse, the other an application of 
the acceleration principle to changes in a country’s imports. The author of 
the first (Celso Furtado) points out that the growth-rate of an economy can 
be conveniently treated as compounded of two ratios: the size of the output- 
increase to be expected from a given rate of investment and the proportion 
of the increase in national income that is not absorbed in consumption (the 
“coefficient of investment’’). He calculates that the first of these is 
about 0-5 for his own country, and suggests that in the early stages of 
economic development “‘ consumption will not be stimulated as strongly as 
production ’’ so that the growth-rate can be a cumulatively increasing one 
(although he thinks that this may be counteracted nowadays by a sort of 
international Duesenberry-effect, only to be cured by “some form of 
compulsory saving ’’ on the nature of which he does not enlarge). On 
the other hand, he thinks that in countries at early stages of develop- 
ment the income-elasticity of demand for imports is so high (in the case 
both of consumer goods and capital goods) that progress may be early 
arrested by balance-of-payments difficulties. From this he concludes 
that ‘the inflation which accompanies economic development. . . is 
not a monetary problem”; and that while this may require structural 
modifications in a country’s economy to increase either its export-capacity 
or its capacity for finding substitutes for imports, “‘a reduction in invest- 
ments, which is the remedy usually proposed . . . will not necessarily 
rectify the unbalance and will not put the other troubles right.” But there 
he stops short, and one is left with some sense of disappointment—with a 
sense of being brought to the threshold of an interesting problem and no 
further. 

The article from Weltwirtschaftliches Archiv, by Herbert Giersch of 
Minster, is a more elaborate affair. His acceptance and use of the accelera- 
tion principle is qualified by the relation being regarded as a variable one: 
varying in the case of investment in fixed capital with the level of capacity- 
utilisation, also with the state of expectations, the credit-situation and the 
price-elasticity of supply. (He admits that in this form the principle 
“appears degraded to a mere tendency and to just one factor among several 
others,” but claims that it ‘“‘ gains greatly in realism”). This is then 
applied to a country’s demand for imports by making the relation dependent, 
inter alia, upon the relative prices of foreign and home goods of particular 
kinds and on comparative elasticities of supply. After starting from simpli- 
fied models, first of a country producing no capital goods, and then of a 
country producing no raw materials, the author reaches the interesting 
(but not unexpected) conclusion that the import-accelerator and the home- 
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investment-accelerator ‘“‘ compete with each other” (“‘ the acceleration of 
imports weakens the accelerating forces in the home economy ”’) ; and that if 
internal economic policy is unable to ensure “‘ that the divergence of the 
actual rate of growth of investment from the equilibrium rate be not greater 
than is necessary to lead national income asymptotically to the full employ. 
ment level,”’ then it is better to give the import-accelerator its head (with 
its dampening effect on the internal boom) than to control imports. This 
conclusion, of course, implies (and furnishes an argument for) a high degree 
of international liquidity. A concluding section tests out the theory against 
data on the movements of imports (of raw materials and capital equipment) 
and national income in Great Britain from 1870 to 1914. 

There remain to mention an allusive and elusive (to the present reviewer 
at least) article with the intriguing title of ‘Economic Plans and Causal 
Analysis,” by Professor Johan Akerman; a somewhat prolix critique of 
wage-regulation according to a cost-of-living sliding-scale by Professor 
Jérgen Pedersen; and a short essay (by Henri Aujac) in a new French 
approach to the theory of inflation (“‘ Inflation as the Monetary Conse- 
quence of the Behaviour of Social Groups: a Working Hypothesis ’’), which 
seems to promise more than it fulfils—while fertile in suggestions of new 
relationships, it rather tantalisingly refrains from showing how such a 
‘* working hypothesis ’’ could be put to work. 

M. H. Doss 
Trinity College, 
Cambridge. 


Retail Trading in Britain 1850-1950. By James B. Jerrerys. National 
Institute of Economic and Social Research, Economic and Social 
Studies, No. XIII. (London: Cambridge University Press, 1954. 
Pp. xvii + 497. 50s.) 

Mr. JEFFERYS points out that the distributive trades have been neglected 
(presumably by economists) in the past, and castigates the “‘ false belief that 
distribution is a sterile, unproductive activity.” In his view (and it is 
strange that there should be any other) production and distribution are a 
single continuous process in the task of maximising material satisfactions, 
and ‘‘ efficiency in the distributive trades is as essential as efficiency in 
productive industry.” 

It is difficult to believe that these self-evident propositions have not always 
been clearly understood by economists. Perhaps the real reason for the 
relative neglect of this sector is one only hinted at by the author: that to 
reduce the amorphous mass of distribution to a statistical or historical form 
useful to economists meant a sadly discouraging amount of hard, slogging 
work on first sources, such as directories and balance sheets, accompanied 
by arduous field work. It would perhaps have been difficult to finance 
such a time-consuming project, before the National Institute of Economic and 
Social Research (of which this is Study No. XIII) came into being. 
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But Mr. Jefferys has done the hard work, and the result is a volume both 
yaluable and interesting—valuable, because we now have for the first time a 
concise economic history (the first 120 pages) of the play of invention and 
enterprise in retailing and of the interplay between mass production and mass 
distribution ; interesting, because the author has not been content to stop at 
1950, but has used his material and his detailed study of trends to hazard 
some conjectures on the future. This forecast will be discussed later. 

The main bulk of the volume (pp. 121-443) is taken up by a careful study 
of the development of each of twenty-two different retail trades, grocery and 
provisions, clothing, footwear, and soon. In each case the measurements of 
growth and change which Mr. Jefferys has literally dug out are admirably 
presented in tables not claimed to be precise but fulfilling well the author’s 
object of showing the rise of large-scale retailing. 

In fact, the book is avowedly a study of this large-scale growth, and the 
individual retailer will have to await his own historian. To make an 
adequate study of the “little man ”’ might have quadrupled the time spent 
on this book, and the author had sufficiently important things to say. So 
the history is not complete; and further, the service trades have had to be 
left out too. Perhaps the Institute will be able to fill these two gaps in the 
future. 

Up to 1900 the book traces the origins of large-scale retailing (co-operative 
stores, multiple shops and department stores) and sets the stage for the 
remarkable spectacle of growth between 1900 and 1950. In this latter 
period the estimates show that large-scale retailers increased their pro- 
portion of national retail sales (excluding services) from somewhere between 
ll and 123% to somewhere between 34 and 38%. Within this total picture 
the sectional estimates show remarkable differences. In clothing and foot- 
wear the multiple shops increased their share from between 3} and 54% to 
between 27 and 30$%; the department stores from between 5} and 7% to 
between 13 and 153%; the co-operatives from between 4 and 5% to between 
8 and 93%. By difference the ‘‘ independent retailer ”’ in fifty years lost 
somewhere between 30 and 434% of the national trade in these items. 
Even inside these figures there are interesting subdivisions. In 1950, for 
example, the department stores held 20-23% of the national trade in 
women’s and girls’ wear, and were still just ahead of the multiple shops. 

Owing to the nature of his data, the author does not care to be more 
precise in his percentages. Food shows a similar trend, but the “ inde- 
pendent ” here is more resilient, losing between 20 and 26% of the trade. 
The trend in Mr. Jefferys’ third group, comprising confectionery, reading and 
writing materials and tobacco goods, is somewhat different. The inde- 
pendent retailers, who had 95-974% of the trade in 1900, still held between 
823 and 86% in 1950. This is attributed to the dominant influence of 
manufacturers in these fields, using branding, national advertising and resale 
price maintenance to counter the economies of large-scale buying so successful 
in the other fields. 


The picture is completed by a further category “ other goods,” com- 
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prising such lines as chemists’ goods, furniture and furnishing, household 
goods, jewellery, leather goods, toys and fancy goods. Here the multiple 
shops showed spectacular growth from 2-3}% of the trade to 23-27%, 
followed by department stores, which increased from between 1} and 24% 
to between 11 and 124%, while the independent retailer lost 29-39% of 
the trade. 

This period of phenomenal growth, 1900-50, did not, of course, show an 
even rate of expansion. Up to 1914 the department stores appeared to lead 
the way, closely followed by the older types of multiple. In the inter-war 
years the variety chain stores (Woolworths, Marks and Spencer, etc.) came 
strongly into the picture. From 1939 to 1950 the picture “ froze,”’ large. 
scale retailing gaining only 14% of the national trade. ‘This was obviously 
the result of war policy, rationing, fair shares, margin control and destruction 
of shopping centres coupled with building restriction. 

What willhappen now? Willthe trend be resumed? Co-ops, for psycho- 
logical reasons, and department stores, for organisational reasons, and 
multiples, for purely physical reasons of shortage of main-street sites, have 
limited expansion possibilities in the author’s opinion. Finance may place 
severe limits on new enterprise. New methods of reducing distribution cost 
are to hand; self-service, self-selection, larger shops crossing the frontiers of 
present trades and a “ partnership of equals’ between manufacturing and 
retailing, in which the manufacturer would tend to undertake the functions 
of ‘‘ designing, planning, ascertaining demand and promoting the sale of the 
product, while the retailer takes the responsibility of displaying and pricing 
the product. . . .” But the rapidity of development will depend on a balance 
between the expected benefits and the attractions of other forms of investment. 

To summarise thus Mr. Jefferys’ arguments may be somewhat unfair. 
It is clear, however, that he neatly side-steps the resale price-maintenance 
controversy by leaving “ pricing’’ to the retailer. Branding and price- 
fixing are not, perhaps, unwelcome to the small man; they simplify the 
problems of selling. But the big stores and the multiples have only suc- 
cumbed in small part to manufacturer dominance. The fight is still on. 
The expert buyer of the multiple or the big store still has the job of selecting 
a range of merchandise which will appeal to his own customers, and the force 
majeure of mass-advertising by manufacturers can still be to a large extent 
countered by reputation and service. 

Then there is the question of the “‘ advisory ’’ function of the retailer. 
Mr. Jefferys sees this as declining in the future. Ido not share his view. Big 
stores have always been at pains to train their assistants carefully to sell the 
article which really fills the customer’s need. Of late, some of the variety 
chains have taken the same view. It is chimerical to think that manv- 
facturers’ advertising can replace skilled selling, or that protective mechan- 
isms, such as consumers’ advice bureaux, independent testing, standards 
or the like, can do more than frighten off the sharks. 

If, however, Mr. Jefferys means that the fuller adoption of open-display 
self-selection techniques will economise selling effort he is on safer ground. 
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These techniques are not to be confused with self-service, which is almost 
confined to the food trade and (in a partial form) to some variety chains. 
In other trades there is a rapidly growing trend to open up the stock to 
the hand and eye of the customer. This largely eliminates question and 
answer and the production by the saleswoman of article after article from a 

ially-concealed stock. Thus it may shorten the process, but the skill 
and knowledge of the shop assistant is still required for the final choice. 

All this may seem somewhat irrelevant to the economic issues involved. 
But, after all, the shape and cost of retailing will continue to be determined 
by the public in their capacity as shoppers. With a rising standard of living 
it does not seem likely that the “ service ’’ element in retailing will decline 
materially. 

If Mr. Jefferys’ forecasts are arguable—and that is the nature of forecasts 
—there can be no argument about the acceptability of this well-written 
book, which throws much light on a segment of economic history previously 
obscure. The book has much entertainment value too. It is titillating to 
know, for instance, that in 1890, when Marshall was writing, “ higgling with 
the haberdasher for half an hour ”’ was still a common practice in some parts 
of the country. And the collection of photographs of ancient and modern 
multiple shops and co-ops will give an effect to the older generation of 
nostalgia in reverse. 

F. W. LAwE 
London. 


The London Capital Market. By N. Macrar. (London: Staples, 1955. 
Pp. 285. 25s.) 


Tuts book is divided into two parts. The first 180 pages are concerned 
with the general concepts of national capital, saving and investment, the 
nature and roles of the various participants in the capital market, the stock 
exchanges and the new issue market, and the main sources of long- and 
short-term finance for industry. The second section, 102 pages in length, 
deals with the Bank of England and monetary policy, and is, in effect, a 
minor text-book on central banking policy. 

Perhaps the best way of describing the scope and approach of the book 
is to say it is the obvious course of reading for any student of economics who 
wishes to proceed to the contemporary discussions of monetary, fiscal and 
financial topics that appear week by week and month by month in The 
Economist and The Banker. It covers much the same area of discussion and 
carries, too, the stamp of the practitioner or financial journalist rather than 
that of the academician. The emphasis is on recent and current problems, 
and the author does not hesitate to pass judgment, sometimes, it must be 
admitted, rather dogmatically, on present-day policy in public affairs and in 
the affairs of the institutions he describes. Indeed, one of the book’s faults, 
if fault it is, is that in some places analysis that might have led to a deeper 
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understanding has been sacrificed to topicality and discussions of policy for 
which some readers may find themselves inadequately prepared. 

A major feature of the book is the quantitative approach that has been 
adopted. Mr. Macrae lays stress—rightly in my opinion—on the importance 
of giving students some idea of the sizes of the various classes of phenomena 
that are discussed. In addition to data drawn from generally available 
sources on the finance of national investment, distribution of incomes, 
national debt and so on, he provides estimates of national capital, of capital 
held by persons by different classes of assets and of holdings of long- and 
short-term government debt by government departments, the banking 
system, overseas holders of sterling balances and the other financial institu. 
tions. Generally, wherever the discussion can be illustrated by numerical 
data this is done. 

The deplorable gaps in British government and banking statistics force 
the author to rely for some of his figures on rough estimates arrived at in 
roundabout ways. This leads to one of the weaknesses of the book. In my 
view Mr. Macrae has made a mistake in not relegating to an appendix his 
discussion of the methods of calculation he has used and his actual calcula- 
tions. By leaving these in the main body of the work he slows down the 


reading pace and renders the book correspondingly less palatable to all but. 


those with an appetite for the semi-detective work involved in exploring the 
tangled web of official and unofficial statistics. On the other hand, he may 
well stimulate any student who happens to possess such an appetite. 

The question must now be put whether Mr. Macrae has provided a 
satisfactory general text-book on the modern role of the City of London, 
The answer must be that while the book undoubtedly fills in a part of the 
picture for which hitherto there has been no satisfactory general text, yet by 
itself it is not enough. Indeed, it would be asking for more than most men 
could provide to demand in less than 300 pages a satisfying formal description 
of the capital market, including the role of the monetary authority, an ade- 
quate understanding of the significance and use of national-income statistics 
and concepts, a real insight into the significance of property rights in a 
capitalist economy and an appreciation of the peculiar way in which these 
ideas are manifested on the British scene, together with quantitative illus- 
trations. Most of the important ideas are, indeed, in the book; but, 
because they are often necessarily touched on rather than expounded in 
detail, the uninstructed reader will, I think, sometimes fail to perceive them. 

Despite its age, Lavington’s book remains the indispensable foundation for 
the study of the capital market in this country. Mr. Macrae’s book can be 
recommended as providing, when joined with the Business Finance of Professor 
Paish and the banking text-books of Mr. Manning Dacey and Professor 
Sayers, a helpful bridge between general economic studies and applications 
in this field. 

H. C. Epey 
London School of Economics. 
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Methods of Crop Forecasting. By F. H. Sanperson. Harvard Economic 
Studies, Vol. XCIII. (Cambridge, Mass.: Harvard University 
Press (London: Geoffrey Cumberlege), 1954. Pp. xiv + 259. 40s.) 


No complete text-book on crop forecasting is known to have been pub- 
lished prior to the appearance in 1954 of the volume under review, a state- 
ment which appears to be confirmed by the absence of any such book among 
the hundreds of references to papers, bulletins and year-books with which 
the author’s chapters are documented. A very special word of welcome is 
therefore appropriate, particularly as the book is authoritative, self-contained 
and well-written. The author made a special study of the subject in his 
doctoral dissertation of 1943; in addition, he has incorporated much of 
what is now standard practice in the design and analysis of sample surveys, 
and his writing is pleasant, well-informed and accurate. 

Early, and somewhat empirical, beginnings in crop forecasting are 
described; English readers, at least, will recall work done by R. H. Hooker 
on the correlation of the weather and crops, by Napier Shaw on weather 
cycles and by R. A. Fisher on the influence of rainfall on wheat. Develop- 
ments of statistical theory in the present century have consistently improved 
the scale of work done, and the author has been much influenced by two 
specific research projects aimed at developing objective methods of crop-esti- 
mating by simultaneous measurement of crop yields and weather factors. 
This country can take pride in the pioneer work done in the Crop-weather 
Scheme initiated in 1924; in America the Bankhead—Jones Research Project, 
begun in 1936, has unfortunately had to be discontinued. 

There is no doubt as to the economic value of timely forecasts of crop 
conditions. Ordinary methods of doing so are subjective in character, and 
one of the chief aims of the book is to substitute for this a more scientific and 
thus more accurate scheme of assessment. Part I covers the knowledge 
required of the theory of statistics; there is a good short chapter on sample 
surveys, followed by one dealing with the statistical tests needed, in their 
forecasting role using regression methods. Part II consists of a single 
chapter on the methods of estimating and forecasting acreage, while Part III 
describes both subjective and objective methods for forecasting crop yields. 
The former has a long history of government bulletins on recommended 
methods, while the latter brings in sampling theory and is more experimental. 
It is here that the two specific projects mentioned above are described in 
detail. Part IV continues the study of forecasting yields, but this time with 
special reference to observing environmental factors; one chapter is informa- 
tive on ecological and other factors in plant growth, while the second describes 
anumber of specific correlation studies on the relation of weather factors to 
crop yield. ‘The last chapter of all is inspired by the work of R. A. Fisher, 
which has been copied since in many studies throughout the world, and has 
as its basis the use of regression integrals to analyse weather-crop relation- 
ships. 

One omission of importance, at any rate on the methodological side, is 
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the multiple correlation method used by Gilbert Walker in some very 
successful forecasting of the Indian monsoon rainfall. Apart from this, 
work in the British Commonwealth has been duly taken notice of, and 
faithfully reported. The book can be recommended as a comprehensive 
treatise for the reader who wishes to gather up pretty well all that is known 


on this interesting and important topic. 
Joun WisHart 
Cambridge. 


Linear Aggregation of Economic Relations. By H. Tuett. Contributions to 
Economic Analysis, No. VII. (Amsterdam: North Holland Pub. 
lishing Company, 1954. Pp. xi + 205. 36s.) 


THE seventh in the interesting series of monographs edited by Professor 
Tinbergen and his colleagues, this is the first book-length treatment of the 
important problem of aggregation, and fully justifies its inclusion in that 
series. 

The aggregation problem, as it is usually understood, arises through the 
desire or, more commonly, the necessity of substituting one macro-variable 
for a large number of micro-variables. In dealing only with aggregates in 
this way, a large amount of information is compressed, but a great deal is also 
thrown away. Professor Theil is concerned exclusively with the case of 
linear aggregation, which includes summation as a special case, and which 
is by far the most common type. 

The essential difficulty is that there are so many points on a straight line 
(a straight line because the aggregation is linear; more generally, a curve is 
mapped into a point). A considerable shift can occur in the levels of the 
variables of the underlying microstructure without disturbing the level of 
the macro-variables. Very odd perversities can occur, as in the following 
example: Let two individuals have marginal propensities to consume of 0-7 
and 0-3 and initial incomes of £50 each. Now let aggregate income increase 
by £20, but the initial income distribution change to £10 and £110 respec- 
tively. Total consumption will then decline by £10 to £40, giving an 
aggregate marginal propensity to consume of —}3, although both of the 
individual’s propensities are strongly positive. If the change in distribution 
had been reversed, to £110 and £10 respectively, total consumption would 
have been £80, and the aggregate marginal propensity to consume 3/2, 
although neither individual propensity is even half that figure. 

It is considerations like this that drive most of us to indulge in considerable 
hand-waving and mumbled abracadabra in the transition from the micro- 
to the macro-economy. Professor Theil is of much hardier, and more 
honest, stock, and does not flinch from the task. In a series of chapters of 
carefully increasing difficulty, he deals with aggregation over commodities, 
over individuals and over time periods, and over various mixtures of the three. 
A typical result is that in, for example, a demand study, the income parameter 
in the macro-equation depends on all the micro-parameters, not only the 
income micro-parameter. 
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In the most valuable part of the book, the aggregation of simultaneous 
equation models of Cowles Commission type is discussed, and the im- 
portance of identifiability in the passage from micro-structural equations to 
macro-structural equations via the micro- and macro-reduced forms is 
brought out. The problem of aggregation in a changing economy is all too 
briefly discussed, and the last part of the book debates the possibility of 
perfect aggregation. A perfectly aggregated macro-equation is one that 
does not contradict, under any conditions, the predictions of the micro- 
equations from which it was derived; not many macro-equations are perfect. 

Dr. Theil has segregated the worst of the mathematics in an appendix, 
leaving the book itself bare of anything but elementary algebra. On the 
other hand, a fair amount of statistics is assumed, and the notation is 
unavoidably difficult. It is doubtful whether those with sufficient sophistica- 
tion in these matters really to understand the text would not also possess the 
little mathematics needed for the appendix. As it stands, the manner of 
presentation seems to have the worst of both worlds. It would have been 
better to expand the “ literary’? summaries on pp. 133-9 and 171-82, 
and to present a compact, fully rigorous derivation of the results, which are 
mainly special cases of a few main theorems. This would probably have 
shortened the book, to its advantage. 

In order to clothe the skeleton of the text a little, it would perhaps have 
helped to have had some actual empirical examples. On the theoretical 
side, two important omissions seem to be, first, Arrow’s fruitful suggestion 
that the micro-parameters be regarded as having a joint frequency distribu- 
tion, a given set of micro-parameters then being a point of the sample space 
and, secondly, Hurwicz’s approach to aggregation as a problem in statistical 
decision functions. This latter approach would be a method of “ good ” 
aggregation according to Theil, as opposed to a method of “ actual” 
aggregation. 

One of the outstanding problems in econometrics is the degree of aggrega- 
tion that a model should possess for efficient prediction. At the moment the 
choice is mainly an art; perhaps one day it will yield to analysis. If it does, 
Professor Theil’s work will have been one of the main reasons. 

PETER NEWMAN 
London. 


Distributed Lags and Investment Analysis. By L. M. Koycx. Price-determining 
Factors in American Tobacco Markets. By H. Goris. Contributions to 
Economic Analysis, IV and V. (Amsterdam: North-Holland Pub- 
lishing Company, 1954. Pp. 111 and 109. 20s. each.) 


Tue new Dutch series of Contributions to Economic Analysis continues to 
enrich us with studies in quantitative economics. ‘Two of the most recent 
publications in this series deal with method and substance of great interest to 
econometrics. 

In the first of these two studies, Dr. Koyck takes up an interesting general 
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problem, namely that of estimating statistical investment equations with 
distributed lags. The part of his study dealing with statistical method has 
general applicability to many types of statistical relations involving lags in 
econometrics. His objective is to give a quantitative description of the time 
shape of economic reactions and, if successfully attained, will enable him to 
distinguish between short- and long-run elasticities or multipliers. 

A customary difficulty in estimating relations with distributed lags, say an 
investment equation making capital formation a function of various lagged 
values of output, is the existence of a high degree of multi-collinearity among 
the several lagged values which are the “independent ”’ variables in re- 
gression analysis of the problem. Dr. Koyck assumes, to get around this 
difficulty, that after a certain point in historical time the coefficients of lagged 
variables taper off according to a geometric law: 


k-1 “ 
N=D Mit DY upAm 2-1 + u 
i=o i=0 


In this equation the coefficients of lagged values after the Ath decrease at 
each time period by the factor A (assumed to be in the range O<A<1). After 
multiplying both sides by A, subtracting from the original equation and 
rearranging, he gets 
k 
KA j= > B:%,-i—(1 — A) M1 + uy — Aus 
i=0 

He then estimates the 8; and (1 — A) by the method of least squares, but these 
estimates will be biased, since u, — Au,_1 is not a series of non-autocorrelated 
disturbances. Dr. Koyck assumes that u, satisfies a first-order autoregressive 
scheme, and for given values of the autoregressive parameter he can obtain 
consistent estimates of the 8; and (1— A). For the most part, he sets k =0, 
and therefore deals only with the regression of y, —_y,-1 on x; and_)_1. 

This device, although admirably motivated and carefully developed, is 
quite arbitrary. It leaves little freedom to the coefficients of successive lags. 
They must be all of the same sign, a restriction which limits the possibilities 
of dynamic development in the economy. 

Following the points on pure statistical procedures, Dr. Koyck takes up 
interesting aspects of economic theory. He writes a useful chapter on the 
theory of the firm in terms of capital and output variables, and gives interesting 
comments on the acceleration principle. His empirical investigations of 
investment functions cover capital as a function of output in the following 
American industries; railroads, electric power, cement, steel and petroleum 
refining. The estimated speed of adjustment of capacity to output is low 
in each case, giving an unfavourable verdict on the existence of a strict 
acceleration principle. In all cases except that of hydro-electric capacity 
the estimates are insensitive to the value assumed for the unknown autore- 
gressive parameter. The failure of the statistical technique in this case is 
discouraging. 

In addition to some dissatisfaction with Dr. Koyck’s statistical methods, 
the reviewer finds fault with his economic analysis, which builds investment 
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functions entirely on the basis of simple mechanical relations between capital 
and output. Surely financial variables such as profits and interest rates 
influence rail investment and some of the other types of capital formation as 
well. Regardless of the high correlations found between investment and 
output, structural behaviour patterns are not obtained without reference to 
other variables. 

In the second study Miss Goris, like Dr. Koyck, is dissatisfied with exist- 
ing statistical methods and substitutes her own brand of regression analysis 
for studying the factors determining the prices of tobacco in American 
markets. Her study is excellent as a description of an industry and its 
peculiar marketing arrangements. When she comes to statistical method, 
however, her criticism of modern econometrics, in the reviewer’s opinion, 
is not well taken and serves mainly to relieve her of a substantial computa- 
tional burden. 

In formulating a mathematical model of price determination in the 
tobacco market, she is not always clear about the niche in a consistent body 
of economic theory for each structural equation put forward. She ends up, 
however, with a final equation for price as a function of supply (including 
carry-over stocks), lagged industrial production (as a proxy for disposable 
income), an index of total exports to tobacco-importing countries, a shift 
variable to denote agricultural legislation in 1933, lagged disappearance of 
leaf tobacco. Itis notable that she achieves a good degree of disaggregation 
and studies separate equations for each of five tobacco types. 

Original variables are transformed to logarithms, and three alternative 
regression equations are estimated by the method of least squares: direct 
correlation of the variables; correlation of first differences of all the variables 
(including a constant term and therefore implying a trend coefficient) ; 
correlation of deviations of each variable from its trend. 

Miss Goris is not satisfied with any of the three estimation methods on 
the basis of “‘ sign ”’ criteria or general plausibility of coefficients. According 
toher interpretation, the method of first differences is best for estimating the 
coefficient of supply, while the method of trend elimination is best for 
estimating the coefficient of industrial production. She drops the other 
explanatory variables except time trend and forms her final estimates by the 
following mixture of procedures: she first correlates price with supply by the 
method of first differences; she then correlates the residuals from this 
relation with industrial production by the method of trend elimination; she 
finally correlates the residuals from the second step with a linear trend by the 
ordinary direct method. In this way she obtains estimates of coefficients of 
three separate variables, but it is difficult to interpret her findings in terms of 
any acceptable theory of statistical inference. 

L. R. Kein 
Institute of Statistics, 
University of Oxford. 
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National Income and Social Accounting. By H. C. Epry and A. T. Peacock, 
(London: Hutchinson’s University Library, 1954. Pp. vii + 299, 
8s. 6d.) 


Tue authors of this introduction to the current theory and practice of 
national-income accounting have set themselves a formidable task. They 
have tried to provide in a form intelligible to the general reader, and within 
severe space restrictions, a rationale of social accounting which explains 
in addition the related techniques of input-output analysis and national 
budgeting. ‘The emphasis throughout is on the functions of these concepts 
as tools of economic analysis rather than on the statistical techniques involved 
in their measurement. 

The volume falls into three parts which are unequal in strength as well 
as in size. The first and longest part is a clear exposition of the basic 
structure of simple social accounting and input-output systems, relating 
them to each other and to the broad framework of macro-economic equa- 
tions which emerge from The General Theory. This part is illustrated by 
United Kingdom and United States figures and provides a commentary on 
the principal statistics published in the Blue Books on national income and 
expenditure. 

The shortest and most disappointing section deals with applications of 
social accounting. It is here that the authors seem to suffer most from the 
need to express themselves with extreme brevity and simplicity, and the 
result is occasionally uninspired or superficial. The subject of real product 
calculations, for example, deserves a more considered treatment, even at 
this elementary level. 

The final part is devoted to a detailed description of a set of national- 
income accounts designed to bring out their systematic character and to 
relate the entries to actual accounting flows. The student who has the 
patience to work through the accounts presented in this section should 
emerge with a practical appreciation of the interdependence of economic 
transactions. These analyses of accounts might have been enlivened for 
the general reader by more explicit reference than is contained in the 
concluding paragraphs to the uses an economist or econometrician might 
make of these detailed data. 

An elementary introduction to what is now a voluminous literature is 
necessarily selective, however, and the reviewer’s assessment of the omissions 
will tend to be subjective. The authors have viewed a_ remarkably 
wide field with brevity and clarity and have given the serious inquirer a 
starting point for more intensive studies within this field. 

PHYLLIS DEANE 
Department of Applied Economics, 
Cambridge. 
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Mathematics and Statistics for Economists. By GERHARD TINTNER. (London: 
Constable, 1954. Pp. xiv + 363. 30s.) 


Ir is Professor Tintner’s intention to provide the budding econometrician 
with some of the more primitive tools of his trade. He has, therefore, written 
a text-book on elementary mathematics and statistics in which every applica- 
tion is drawn from the field of economics. He hopes that the conscientious 
reader will eventually “understand most of the articles published in such 
journals as Econometrica, the Review of Economic Studies and the Journal of the 
American Statistical Association.” 

This is a most worthy objective, but it is doubtful whether it has really 
been achieved. The problem is the extremely difficult one of devising an 
elementary text-book for mature minds. The present work is an admirable 
school text-book for boys who somehow do not learn any mathematics until 
after the acquisition of some knowledge of economics. With its aid the 
reader is acquainted with the technical terms, the symbols and the techniques 
that he requires, but he is unlikely to achieve the understanding of what he is 
about, which, one hopes, distinguishes the university student from his younger 
counterpart. 

A conspicuous example of the failure to illuminate a formal method by 
adequate exposition is shown by Tintner’s treatment of the problem of Con- 
strained maxima and minima which occupies about two-thirds of a page, ex- 
cluding examples and applications. The problem of maximising (or mini- 
mising) some quantity subject to constraints is an economic problem par 
excellence, and it is essential that a student should be given some inkling why 
the use of Lagrange multipliers produces the right answer. The fact that 
the exact theory is deemed to be beyond the scope of the book is no justifica- 
tion for omitting any kind of explanation of the rationale of the method. It is, 
however, only fair to add that it is not easy to find helpful explanations in 
more advanced text-books on mathematical economics. 

While it is clearly desirable that undergraduates should understand what 
they are doing, there is also a strong presumption that they will find tedious 
a process of learning by rote. If the study of elementary mathematics is to 
be a stimulating experience, some measure of intellectual effort is inevitably 
required. ‘The study of the subject cannot be both worthwhile and painless. 
An undergraduate may subject himself to Professor Tintner’s formal drill 
urged on by the prospect of an inescapable examination hurdle, but he is 
unlikely to be inspired solely by the intrinsic interest of the subject. 

It is easier to say why Professor Tintner’s book is not quite the ideal for 
which one looks than to provide a recipe designed to yield the required 
result. Until the perfect text-book is produced, Professor Tintner’s work 
may be safely recommended to well-disciplined and persistent students. 

A. D. Roy 
Sidney Sussex College, 
Cambridge. 
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Social Security in the British Commonwealth, By RONALD MENDELSsOnN, 
(London: University of London, The Athlone Press, 1954. Pp. xiv + 
391. 35s.) 


SOcIAL-SECURITY policies are still in an early stage of evolution, and 
although tentative solutions have been found for the many problems which 
arise, the systems now in force are experimental, and big changes will be 
made as more experience is gained, as economic conditions alter and as new 
social doctrines emerge. 

Dr. Mendelsohn’s work is of value in outlining this evolution since the 
beginning of the present century in Great Britain, Canada, Australia and 
New Zealand, all of them countries with high standards of living and of 
education. He compares and contrasts the present systems of social security, 
finance and administration in these countries. The book is in the words of 
its author “in the nature of an interim report’ on a long-term evolution. 
Many questions are raised by the different methods adopted in the four 
countries. Should contributions and benefits be at a flat rate, or should they 
vary with income? Should schemes cover all citizens or only the workers or 
those with low or modest incomes? What is the place of means tests? 
What part should actuarial methods play? To what extent should social 
security be financed from ordinary tax revenues or by special earmarked 
contributions? Cana ‘“‘ pay as you go ”’ system of finance be arranged, or to 
what extent must large sums be accumulated, especially for pensions? Can 
the somewhat cumbersome system of linking contributions directly with 
benefits be avoided? Is a single unified system preferable to a dual system 
consisting of Insurance and Assistance? What can a community afford to 
spend on social security ? 

From the systems reviewed, the means test seems to have aroused 
greater opposition in Britain than in the other countries. In the British 
insurance scheme contributions give rights to benefits, but this is not so in 
the Australian scheme. Only Britain and Canada have central records of 
insured persons, such records being necessary because benefits are linked with 
contributions. Britain has the widest cover, but cash benefits are low rela- 
tively to those in the other countries. In the years of the Great Depression 
unemployment schemes, except in Britain, were meagre and chaotic, and 
their serious inadequacy led to more effective methods being subsequently 
introduced. In addition to such data, the author discusses the psychological 
advantages of contributory systems, and the effects of social-security systems 
on the trade cycle, on mobility of labour, on individual thrift, on costs of 
production, and on the national income and its distribution. 

Interesting figures (p. 299) show for 1938 and 1948 the proportion of 
the national income spent on social security in each of the four countries. 
Usually this ranged from 4% to somewhat over 5%, but in New Zealand in 
1948 the percentage was 9-4. Dr. Mendelsohn considers this New Zealand 
proportion to be too high, and in his opinion the proper proportion of a 
country’s national income to be spent on social security is around 5% in 
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periods of prosperity, and 7:5% in periods of adversity (p. 315). It would 
have been valuable if he had developed reasons for favouring these 
proportions. 

The author considers that two main trends are likely, the first being 
towards universality, with cover for all members of the community and not 
merely for work-people or persons with incomes below some specified figure, 
and the second towards ensuring stability in the purchasing power of social- 
security benefits, perhaps by arranging for a stable proportion of the national 
income to be devoted to social-security purposes, which would largely solve 
problems which arise from changes in the value of money. 

Dr. Mendelsohn rightly emphasises the importance of preventive and 
remedial measures, particularly to reduce the social-security burdens of 
unemployment and sickness. He seems to favour a system in which assistance 
and insurance would be merged in a unified scheme with a single contribu- 
tion collected along with income tax, and without any direct link between 
contributions and benefits. This would make unnecessary the rather com- 
plex administrative methods of insurance, though it would no doubt involve 
ameans test. But though favouring universality, he recognises (p. 284) 
that: “‘ The more stable and prosperous a community, the smaller need be 
the réle of social security. . . .”” May this not, however, make universality 
unnecessary? Countries with very high standards of living, with little un- 
employment and with good health may turn away from universal compre- 
hensive social-security schemes. A great majority of the populations of 
such countries would be able to provide for themselves by their own thrift, 
or be covered by sickness and pension schemes organised in association with 
their employment. Emphasis would be more on individual responsibility 
and less on dependence on the State. In such conditions a universal com- 
prehensive scheme might be like using a steam hammer to crack a nut. 
What would be needed would be a much smaller and simpler scheme for a 
residue of people who had been unable to provide for themselves. This is 
no doubt looking far into the future, but may indicate a trend as advanced 
countries raise their standards of living still higher. 

The book includes an appendix which conveniently summarises the main 
social-security provisions, including rates of benefit, in the four countries, 
and there is also a useful bibliography. 

J. Henry RicHARDsON 
The University of Leeds. 


Man, Motives and Money. By A. Lautersacn. (Ithaca, New York: 
Cornell University Press, 1954 (London: Geoffrey Cumberiege, 1955). 
Pp. v + 366. 40s.) 


In a recent examination script I discovered the following sentence, 
“prolonged studies have shown that the worker is a human being.”” Soon 
examiners will, no doubt, be learning that prolonged studies show that even 
the entrepreneur is a human being. If so, Professor Lauterbach will have 
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made his points. ‘‘ Businessmen have,”’ he writes (pp. 71-2), “‘ so long been 
associated with cold logical calculation” that their need for “ security ” 
(p. 71), and the factors underlying their “‘self-assertion and social prestige” 
(p. 50) and other less rational characteristics, now require study. 

Applied to the manual worker, this sort of study has by now become 
perhaps, too prolonged. To judge from current amateur literature and 
discussion, the Elton Mayo sociological man has displaced the Adam Smith 
economic man as a stereotype. But economic man still confronts readers of 
text-books in the shape of the entrepreneur, and one must welcome Professor 
Lauterbach’s attempt to look behind the frontage. He maintains (p. 69) 
that “‘important influences of a non-economic type... are not an 
exception but a rule in determining the ways in which business is started, 
expanded and currently done. . . . Decision making depends in a large 
degree on the institutional setting, . . . on the cultural value system and on 
the group loyalties, personalities and individual needs of the persons con- 
cerned.” The businessman himself thinks he acts freely as an economic man, 
but this Professor Lauterbach dismisses as rationalisation or myth. “ The 
free-enterprise myth tends to become a quasi-religious belief with some 
magical traits that promise a cure for all evils. . . . The way in which 
free enterprise is contrasted with government often resembles a fight for 
independence from ‘ father ’.”’ 

One can sympathise with Professor Lauterbach’s reaction to present- 
day American free-enterprise propaganda, particularly its hypocrisy, when, 
as he points out (p. 74) America, in fact “‘ has long had an intricate network 
of public grants to private enterprise,’ and has social-security legislation, 
financial controls, T.V.A. and elaborate government programmes for trade 
promotion, soil conservation and research, not to mention defence. 

The course of the argument is clearly explained in the introduction, but 
seems to fly off at a tangent. In the first two chapters the author examines 
how far business behaviour follows “‘ those rules of economic decision 
making which economic analysis has assumed or developed ”’ (p. xii). In 
Chapter 3 he applies the question to the particular circumstances of economic 
instability and looks into the relation of the stability of the economic system 
to the feeling of personal insecurity, and into methods of reforming in- 
stability. This brings the author in Chapter 4 to a discussion of the “ per- 
sonality traits ’’ of reformers, and in particular of the labour leader in relation 
to the movement he leads. The author’s summary on this (p. 197) is a fair 
sample of the style and substance of this book. 

**. . . a labor movement that mobilizes in its members real ego in- 
volvement, at least periodically, represents a kind of economic reform 
in itself; for it helps many workers in overcoming frustrations that are 
rooted either in industrial occupations as such or in their “low” 
position in society. Participation in the labor movement, and the 
solidarity feelings that go with it, tend to give individuals new involve- 
ment objects and values. This occurs at a time when many people 
cannot derive adequate satisfaction either from purely financial in- 
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centives or from the traditional joys of creative and durable work, 
either from the promise of rewards after death or from temporal work 
for love, @ Ja Father Divine, either from competitive or from co- 
operative stimuli as such. Moreover, the labor movement reflects the 
security strivings of large population groups in industrial societies 
which have witnessed the psychological as well as the economic disaster 
that goes with mass unemployment.” 


The author concludes (p. 240) with a number of specific suggestions for 
further research in economic psychology. But even in the area which he has 
covered one comes away with a certain feeling of hunger. There are so 
many appetising statements in the text without any solid evidence being 
provided in support. An example is that, among the executives of large 
corporations (p. 231) ‘‘ the desire for continuity of production, financial 
stability or expansion is often more influential than a striving for immediate 
and definite profit.” This, I take it, is one of the ‘‘ number of promising 
hypotheses which may lend themselves to empirical verification sooner or 
later? and to which the author (p. 100) “‘ must confine ’’ himself. Solid 
evidence on some points appears, however, in the appendices, notably that on 
Personal Factors in Industrial Location, which brings out the economic 
inertia of many businesses, even in America. Typical examples: ‘‘ We'll 
stay righthere. We’llmovenothing. We’reaninstitutionhere.... Ina 
way it’s an asset to us to stay here and carry on the tradition, I guess ”’ 
(p. 261). “‘ Nobody wants to leave home. I’d hate to leave X.... I'd 
rather live in a satisfied community than make money ”’ (p. 262). 

The chief value of the book is perhaps focusing on a given problem the 
great variety of disciplines that have by now developed in social science. 
Omitting references to notes and the bibliography, the top scorers in the 
index of names are Freud with eleven references, and Marx, Veblen and 
Keynes with six apiece. But it is useful, too, to have the relevant conclusions 
of a host of contemporary American social psychologists with (pp. 316-56) 
a precise and annotated reference to their works. 

P. SARGANT FLORENCE 
University of Birmingham. 


Controls and Subsidies on Agricultural Products and Requisites. By H. FRANKEL. 
Supplements to the Farm Economist, Vol. VII, Nos. 4-8. (Oxford: 
Agricultural Economics Research Institute, 1954. Pp. 51, 57, 57, 46, 
and 76. 2s. each.) 


Many readers will recall the Agricultural Register, published annually 
before the war by the Agricultural Economics Research Institute at Oxford, 
which summarised agricultural legislation and developments in production 
and organisation in the United Kingdom. This useful publication was 
brought to an end by the war. As a kind of successor to the Register, and 
as a supplement to its periodical publication The Farm Economist, the Institute 
has produced during the past couple of years a series of five booklets describ- 
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ing the measures of subsidisation and control of prices and distribution of 
agricultural commodities, both home-produced and imported, in operation 
in the period 1939-53. These booklets are issued on a commodity basis, and 
deal respectively with pigs, bacon and eggs, meat and livestock, wheat, 
flour and bread, sugar-beet and sugar, and potatoes. One more issue, “ ona 
miscellaneous group of subjects,” is to appear. 

These volumes are not in any sense a history. Like their predecessor 
The Agricultural Register, they do not purport to do more than record facts, 
This task they perform very thoroughly and in general with commendable 
brevity and clarity. 

It is easy to imagine that such summaries as these could have been 
cluttered up with superfluous detail. Some of them, indeed, are not altogether 
above criticism in this respect. For example, in describing the restrictions 
placed by the Ministry of Food on transport of potatoes between certain areas 
in order to spread supplies evenly and to conserve the supply of the longest- 
keeping varieties, it was hardly necessary to set out in full the areas defined 
and the varieties affected. Nor, one feels, need as much as thirteen pages 
have been devoted to the detailed changes in the margins paid to importers, 
wholesalers and retailers of meat during the control period, important 
though that subject may have been. But, in a work of this kind, which is 
likely to be widely used for reference purposes, it must always be difficult to 
decide what to leave out, and on the whole the author has steered an 
admirable middle course between too much and too little detail. The 
volume which perhaps is least satisfactory in this respect is that on potatoes— 
the latest in the series—which occupies seventy-six pages (compared with 
around fifty pages as a general average) in dealing with a commodity that on 
the whole appears to have presented less complicated problems of control 
than most. 

The sources used in compiling these volumes have mainly been Parlia- 
mentary papers and other official documents and Departmental press 
notices, though some recourse has been had to the daily Press and trade 
periodicals. Sources of information are well footnoted. 

In each report considerable space is devoted to the extent of subsidisation 
by the Government of the commodities concerned, whether by direct pay- 
ments or through trading losses, and to the amount of remuneration paid to 
the various traders and trade organisations who acted as the distributive 
agencies of the Ministry of Food. No one reading these sections of the work 
can fail to be impressed by the difficulties, more particularly for those com- 
modities of which the Ministry itself became the buyer and seller, of “ esti- 
mating the subsidy proper as distinct from the cost of control.’’ For it is 
rightly pointed out that where subsidies take the form of trading losses, these 
include not only trading losses deliberately incurred but also any losses due 
to inefficient trading or administration. The immense difficulty of fixing 
reasonable margins for manufacturers and distributors under control is well 
illustrated by the account given of the arrangements for wheat, bread and 
flour and the problems to which they gave rise, for example, the Flour 
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Millers’ Remuneration Agreement with its provision for out-of-pocket 
expenses plus profits based on pre-war earnings, the problem of profits on 
millers’ excess output over pre-war, the discovery after some years of war 
that the manufacturers of biscuits and semolina were unintentionally bene- 
fiting from the subsidy on flour, the bread subsidy to bakers with its provision 
for a rebate on flour used for bread but not for other purposes, such as cakes 
and flour confectionery—all necessitating complicated accounting arrange- 
ments and frequent costings investigations intended to ensure fair margins. 

Each of these volumes is liberally supplied with statistics of production, 
consumption and prices of the commodities dealt with and of costs of dis- 
tribution and subsidies during the control period. 

C, H. BLacBuRN 
University of Reading. 


Thirty Years in Coal, 1917-1947. By W. A. Lez. (London: The Mining 
Association of Great Britain, 1954, Pp. 255. 15s.) 


Tuis is a defence of private enterprise in the coal industry from 1917 to 
1947 written by the Chairman and former Director of the Mining Associa- 
tion. According to the author its main objects are to bring out objectively 
the essential nature of the British coal problem and to induce a juster appre- 
ciation of the achievements of the coal-owners during this period. In 
particular, he is concerned to correct two “‘ fallacies ’—that the British coal 
industry was inevitably a contracting industry and that industrial relation- 
ships under private enterprise were incorrigibly bad. (One impression left 
by the book is that there is much substance in both “‘ fallacies.’’) 

Mr. Lee has written an interesting book, but one which adds little to our 
knowledge and understanding of the period. Most of the facts recorded 
here are already well known, and it is doubtful if (for example) it was worth 
reproducing lengthy extracts from the ‘‘ Foot Plan” or the substance of the 
selling schemes instituted by the 1930 Act. At the same time the book is not 
sufficiently systematic or comprehensive to be a useful reference book. Also 
itis somewhat biased in its approach to most of the problems discussed. This 
isnot surprising in an apologia, but the foreword claims that it does not seek to 
argue a case but to present the facts soberly and dispassionately. This being 
80, it is not sufficient (for example) to quote declining productivity during 
a period of Government control as conclusive evidence that the former was 
the result of the latter (pp. 13-14). The statement (p. 95) that there was no 
important stoppage in any coalfield between 1926 and 1939 will also come as 
a surprise to many readers. Moreover, the book purports to deal with the 
fundamental factors governing the efficiency of the industry, but only some 
very scrappy and unsatisfactory information on capital investment from 1918 
to 1925 is provided. Another disappointing feature of the book is that we 
are told so little about the functioning of the Mining Association itself. How 
did it come about that the Association was able to negotiate national wages 


agreements 1920-26, but thereafter ceased to have any power to negotiate 
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on wages questions? Was this merely a tactical move to make it more 
difficult for the owners to be pinned down on a question about which the 
miners felt very strongly? (We know little enough about employers’ asso. 
ciations, and we are told that the Association was likely to be wound up in 
1954, its centenary year. One wonders what is to happen to its records.) 

There are a number of interesting titbits. We get, for example, a fairly 
full account of the negotiations for a European coal cartel and some confirma- 
tion that the 1944 wages agreement was conceived in the Ministry of Fuel 
and Power. But more important is the incidental illustration of some 
important factors which have bedevilled industrial relations. Thus, for 
example, we see how comparatively easy it is for top-level negotiators on 
both sides to appreciate each other’s arguments sufficiently to reach an 
acceptable compromise. But whereas the owners’ representatives could feel 
pretty certain that they could carry their organisation with them, the miners’ 
representatives could not. 

Mr. Lee has succeeded in one thing. He leaves a very clear impression 
that the post-1918 troubles of the industry were due less to the stupidity and 
obstinacy of the owners than to factors beyond their control. One of the 
most puzzling features of the period is that the miners publicised their case 
so well and the owners so badly. If he has corrected only a few wrongful 
impressions his book has been worth writing. It is to be hoped that some 
scholars will now be inspired to write up in more systematic and critical 
fashion the record of private enterprise during the past hundred years in an 
industry which has contributed so much to Britain’s industrial pre-eminence. 

A. BEACHAM 
Aberystwyth. 


Leaders of British Industry. By G. H. Copeman. (London: Gee and Com- 
pany, 1955. Pp. 173. 15s.) 


THE first study of its kind to appear in this country, Mr. Copeman’s book 
is based upon a questionnaire survey of just over a thousand directors of 
public companies. The population surveyed included all the directors of 
445 quoted companies engaged in manufacturing, retailing and servicing 
with nominal assets of more than a million pounds. About 36% of the 
directors circularised returned filled-in forms. The questionnaire asked 
about the respondent’s education, the occupation of his father, his early career, 
the number of different firms for which he had worked and the number of 
directorates he held. The core of this slender volume is contained in the 
forty pages which tabulate the answers received. 

This core is surrounded by material which is not well integrated with it. 
The first part of the book is a review—based upon Palmer’s Company Law, 
potted summaries of several recent writers and a few interviews—of the 
history of company law, the separation of ownership and management, and 
the legal status, duties and selection of directors. ‘The chief point of these 
seven chapters is that one would expect to find a “‘ mixed team ”’ of directors 
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on each board, men recruited from within the firm as well as professional 
“ outsiders,” men with both administrative and technical experience and 
perhaps a representative of the founding family. The data which Mr. 
Copeman supplies in his statistical analysis do not test this hypothesis, how- 
ever, since they are not presented in terms of the composite boards of in- 
dividual firms. This elaborate digression on the variety of recruitment to 
each company board appears to have been an afterthought rather than, as its 
position and terminology would suggest, an hypothesis to be tested by the 
empirical data. 

The short main body of the study contains some interesting material, but 
the writer presses too far his attempt to establish that his respondents formed, 
in fact, a representative sample of the population. A tabulation, in eleven 
classes, of why forty-nine men failed to respond is discussed at length but to 
little purpose. Furthermore, Mr. Copeman makes unwarranted deductions 
about the rest of the population from his empirical results. The fact that 
four out of five men who co-operated in the inquiry were full-time company 
directors is not evidence that part-time directors are not under-represented 
among the respondents (p. 86). 

The main analysis is a summary in tables and prose of the answers. 
Because questions asked of the data were rather vaguely formulated the 
tables are somewhat jumbled and illogical. Breakdown into broader 
classes would have been helpful in some cases. As the writer realises, the 
alternative “‘ training for an executive post ”’ as a first occupation was ill- 
chosen when the questionnaire was formulated. It is not surprising that 
one in five men now in executive posts described their early careers in this 
way. Certainly this vague category does not justify the conclusion given 
elsewhere that such men were “ experienced all-rounders ”’ backed by no 
other evidence than the popular belief that the family man who is to succeed 
in the business was trained in every department. 

Among the “ cross-classifications ’’ of the data given, I felt particularly 
disappointed that none were by industrial group. At one point the writer 
gives some results that suggest that this type of analysis would be very useful. 
He notes that 66% of the engineers are in the engineering industry and 47% 
of the scientists in the chemical. Such an analysis might play havoc with 
his hypothesis of the ‘‘ balanced team ”’ in each firm. His findings industry 
by industry would be all the more interesting because his respondents do seem 
to have grouped themselves quite well according to the relative number of 
companies in the population in the selected branches of manufacturing and 
trade. 

The editing leaves much to be desired. Footnotes are in a desultory 
form, and the list of references at the end should never have passed muster. 
I do not like the innovation of printing in heavy type “ all a busy man has 
time to read ’’ and prefer to do my own skimming. More serious, however, 
are two general points about the use of evidence in this study. It seems to 
me that the quoting of anonymous statements in support of an argument 
(unless on the basis of a large-scale opinion survey) is to be deplored, par- 
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ticularly when it is reduced to the absurdity of quoting “ several part-time 
directors ’’ in support of the contention that part-time directors can serve a 
certain useful function (p. 46). Mr. Copeman himself is aware of the in- 
herent difficulties of a questionnaire survey, though he is not always so 


cautious in interpreting his results. 
CHARLOTTE ERICKSON 


National Institute of Economic and Social Research, 
London. 


The Irish Pound 1797-1826. A reprint of the Report of the Committee of 
1804 of the British House of Commons on the Condition of the Irish 
Currency, with selections from the minutes of evidence presented to the 
Committee and an introduction by F. W. Fetter. (London: Allen & 
Unwin, 1955. Pp. 136. 16s.) 


PROFESSOR FETTER has added another to the list of classics on monetary 
theory and practice. Outside these islands, the topical interest of his subject 
is perhaps small, but its analytical interest is very great. As he says in his 
preface, the fame of the Bullion Report of 1810 has overshadowed the earlier 
Parliamentary Report of 1804 from ‘‘ The Committee on the Circulating 
Paper, the Specie and the Current Coin of Ireland.”’ Merely to reprint the 
Report, and make it accessible to students, would have been a worth-while 
task in itself, but in addition Professor Fetter’s introduction, setting out the 
historical background and the analytical problems, is a work of art. 

The Reports of the Committees of 1804 and 1810 have been given an 
added topical interest, since recently a somewhat similar situation has been 
created by the decision of the banks operating in the Irish Republic, under 
pressure from the Republican government, to refrain from increasing their 
lending and borrowing rates inside the Republic in conformity with the 
raising of Bank Rate in London. At the time of the Bank Restriction, the 
consequent problems appeared in a different guise, because monetary and 
banking techniques were different, but the essential issues faced by the 
Committee of 1804 are the same as those which a prospective Banking Com- 
mission of 1957 will have to face. 

The central fact exercising both the Committee (and later the Bullion 
Committee) and Professor Fetter is the depreciation of the Irish pound in 
relation to the pound sterling, over a period when both pounds were subject 
to the same political sovereignty. An interesting point is the division, 
shown in other works also, between a Northern or ‘“‘ hard money ”’ province 
and a Southern or “‘ soft money ”’ province, the former including Ulster and 
parts of Leinster and Connaught as well as Scotland and most of Northern 
England. 

The depreciation showed itself then in the forms of an open premium 
on guineas in Dublin, a publicly quoted exchange rate between Belfast and 
Dublin and a discount on Bank of Ireland notes in terms of Bank of England 
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notes. It would be interesting to speculate on the probable effects now of a 
prima facie successful government effort to keep some short rates in the 
Republic below the level consistent with London rates. The 1804 Report 
) and Professor Fetter’s discussion show by implication how little the political 
sovereignty mattered: what did matter was the behaviour of different 
groups of borrowers and lenders within a paper system, integrated on paper. 

Professor Fetter says truly that the 1804 Report “ contains a large part 
of the doctrine later incorporated in the Bullion Report . . . discussed in 
amore concise and realistic way,’ and draws merited attention to the realistic 
influence of Henry Thornton on the Committee’s work. His bibliography 
of the controversies which accompanied or followed the Committee’s 
deliberations and Report is by itself a noteworthy piece of research, and a 
gold-mine for future students. The depressing task of selecting the worth- 
while pieces out of the Minutes of Evidence he has performed with great 
skill—he has got the maximum of meat with the minimum of dope. 

The special virtue of Professor Fetter’s introduction is that he has taken 
an historic incident and fitted it firmly into its practical and theoretical 
context, and has, in so doing, successfully related the Report (reflecting the 
analysis of its day) to the very different modes of approach to such problems 
current among economists to-day. 

G. A. Duncan 
Trinity College, 
Dublin. 


Medieval Merchant Venturers: Collected Studies. By E. M. Carus-WItson. 
(London: Methuen, 1954. Pp. xx + 314. 30s.) 


THE essays reprinted here appeared in various places between 1929 and 
1950, Their republication presents an opportunity to review the results 
of Professor Carus-Wilson’s researches into a central problem of medieval 
economic history—the expansion of the English cloth industry and cloth 
trade. The early phase of the history of the cloth industry was still regarded 
as an obscure matter by Lipson in 1945, and it was commonly supposed that 
after an initial period of growth in the twelfth and early thirteenth centuries 
a decline set in which was only halted in the reign of Edward III. Pro- 
fessor Carus-Wilson dispels some at least of the obscurity (Chapter V). 
Apart from cloth-workers supplying a local market in almost every English 
town, there was already a “ great industry’ working for export by the 
beginning of the thirteenth century, particularly in the towns of the eastern 
plain. This industry, moreover, was already “ capitalist,’’ the weavers and 
fullers being in effect employees of entrepreneurs, amongst whom the dyers 
were prominent. Nor did this industry decline in the thirteenth century 
(Chapter IV). Instead, a veritable “industrial revolution ”’ took place, 
though it may be better not to venture into the thorny problem of what con- 
stitutes such a revolution. The crux of the matter was the mechanisation of 
the fulling process with the introduction of the fulling mill. This led, not to 
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the decline of the industry as a whole, but only of the traditional urban 
industry. It migrated from town to country and from the eastern plain to 
the hilly north and west in search of water power. The migration favoured 
the growth of the industry by freeing it from the burden of high urban 
taxation and gild restrictions. 

It was this country industry which provided a major item in England’s 
export trade in the later Middle Ages. Professor Carus-Wilson (Introduc- 
tion and Chapter VI) provides a firm chronology of this expansion based 
upon an analysis of the customs accounts. They allow her to indicate the 
rate at which England was transformed from a primary producing to a manu- 
facturing nation. Cloth exports were rivalling wool exports by the end of 
the fourteenth century; by the end of the fifteenth they dwarfed them. 
They also permit her to measure the growth of the English share in this trade. 
Under Edward I the greater part of English trade was carried by alien 
merchants. The wool trade and wine trade with Gascony (Chapter VII) 
passed largely into English hands in the fourteenth century, though these 
were contracting trades. Englishmen also carried about half the growing 
cloth exports. Here the London Merchant Adventurers, whose origins 
Professor Carus-Wilson was the first really to elucidate (Chapter III), 
came to be pre-eminent. Yet this company did not necessarily contain the 
most adventurous of merchant venturers. Their prominence in the fifteenth 
century, Professor Postan has argued, in part reflected the contraction of 
English enterprise to the one route across the narrow seas in face of the success- 
ful challenge of Hansards and Italians. Professor Carus-Wilson’s essays 
on Bristol and the Iceland trade (Chapters I and II) display another aspect 
of the fifteenth century. They show that Englishmen did not submit easily 
to their exclusion from the northern and Baltic trades; that Bristol in no way 
relinquished the coastal trade with south-west Europe to the Italians; and 
that in the mid-century a “ great pioneer,” Robert Sturmy, was already 
venturing into the Mediterranean. It was perhaps natural for John Cabot 
to settle in Bristol to find support for his voyages to the New World. 

Bristol, moreover, with its hinterland of Cotswold villages, was as much 
as anything else a cloth port. The central theme is thus prolonged from its 
small beginnings to the eve of Tudor expansion. Even this bald summary 
may be enough to indicate that Professor Carus-Wilson has re-written piece- 
meal an important chapter of English economic history. That alone justifies 
the publication of these essays. One may also hope that they will continue 
to inspire comparable studies of other branches of medieval trade and other 
medieval ports. They will serve as models for such investigations and for the 
handling of the often recalcitrant materials for the history of medieval trade 
and industry. 

EDWARD MILLER 
St. Fohn’s College, 
: Cambridge. 
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Economic Problems of Underdeveloped Countries in Asia. A Symposium edited 
by B. K. Mapan. (New Delhi: Indian Council of World Affairs 
(London: Geoffrey Cumberlege), 1954. Pp. 290. 21s.) 


Tuis study of the economic problems of underdeveloped countries in 
Asia, ably edited by Professor B. K. Madan, who also contributes a chapter on 
“ Forms of Foreign Investment,” consists of a co-operative effort by sixteen 
authorities of varied nationalities. Part I discusses problems and policies 
(such as capital requirements, technical assistance, the Colombo Plan) 
affecting all (or most of) the countries surveyed. Part II consists of a series 
of chapters each of which deals with one of the principal countries or areas 
under consideration (India, the Middle East, Pakistan, Burma, Malaya, 
Thailand, the Philippines, Indonesia and Ceylon); whilst Part I1I—by 
Professor V. K. R. V. Rao—discusses in detail the possibility of establishing 
an International Development Authority. 

The book is in many ways interesting and useful, but in some respects it is 
disappointing. It covers a very wide field, so that of necessity the space 
allocated to each country or area is strictly limited. But even when full 
allowance is made for this fact, it remains true that whereas some of the 
authors have contrived to compress considerable illumination and much wise 
comment into their short contributions, others have done little more than 
summarise the main features of either the economies under consideration or 
of their plans for development. The result is that the greater part of the 
book consists of competent summaries of official data, rather than of en- 
lightening contributions to the urgent problems involved. 

Part Iisclear and concise. Professor Madan (in Chapter 1) faces the facts 
that underdeveloped countries remain underdeveloped “ not only because 
their resources of domestic capital and technological skills have not been 
fully mobilised, but primarily because these resources are small and very 
inadequate’ and that “‘ International (private) capital movements have 
been the prime movers of economic progress bearing the fruits of technical 
advancement and scientific progress . . . from country to country ”’ (p. 3). 
This prepares the way for his excellent discussion of the relative merits and 
practicability of the various forms of international investment. He calls 
attention to the greatly reduced flow of private foreign investment since the 
war, insists upon the necessity for joint action by capital-importing and 
capital-exporting countries, and concludes that the most promising solution 
is a “ new real international organisation for the distribution of economic 
aid funds” (p. 17)—a suggestion (as already noted) taken up at much 
greater length by Professor Rao in Part III. The latter concludes by 
criticising the scheme recommended by an ad hoc Committee of United 
Nations experts, and propounding his own concrete proposals. The rest 
of Part I provides able historical summaries of the various chosen topics, 
but some of them are unavoidably “ dated.” 

Professor D. R. Gadgil’s chapter on ‘‘ Economic Development in India ” 
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from a very definite standpoint, and perhaps partly because (unlike most of 
his fellow-countrymen) he tends to be pessimistic about the adequacy and 
success of Indian planning. He stresses throughout the need for a social 
revolution, and social control, but concludes that the Government is 
attempting to implement the Plan without sacrifice from the rich or any 
special effort on the part of the Government: hence that it will not succeed 
in generating the necessary mass enthusiasm. He is undoubtedly right to 
emphasise the tremendous task ahead, the need for present sacrifice if real 
progress is to be secured and the urgent need to arouse the active support of 
the masses. It is, however, encouraging that since he wrote the community 
and extension projects have been launched on a wide front, and already 
provide some hope of securing that support. Moreover, Professor Gadgil 
will surely approve of Mr. Nehru’s proposed constitutional amendments 
which should provide more opportunities for Governmental action, although 
here we come to more controversial matters, because what may be gained 
by greater Governmental activity may be counterbalanced by losses if inter- 
national investment in India is thereby endangered. 

The other more substantial chapters in Part II are those on Pakistan, 
Malaya and Thailand. That on Pakistan is, however, mainly concerned with 
Government economic planning, and tends to be as optimistic as Professor 
Gadgil’s chapter is pessimistic. Unfortunately recent political and other 
events and problems have necessarily put a serious brake on Pakistan’s 
economic progress. The chapters on Malaya and Thailand are informative, 
but consist essentially of summarised official data, whilst the rest provide 
little more than brief introductions to the nature of the economies under 
consideration. 

VERA ANSTEY 
London School of Economics. 


The Economic Development of Japan. Growth and structural change, 1868-1938. 
By W. W. Lockwoop. (Princeton: Princeton University Press 
(London: Geoffrey Cumberlege), 1955. Pp. vii + 603. 63s.) 


It is widely believed that lessons learned from the rapid development of 
the Japanese economy can be helpful in guiding policies for the development 
of other economies of Asia. The Japanese economy a hundred years ago 
was ‘‘ underdeveloped ” by any test: population pressures were already 
intense; her raw material resources and agricultural land were far from 
adequate; her social and political traditions did not appear to be auspicious; 
and yet in less than a century she had won for herself a place among the 
world’s leading economies, and had far out-distanced the rest of Asia. Her 
experience has naturally had a fascination for students of development, 
though perhaps a morbid one, considering where she found herself by the 
end of the 1930s. 

Professor Lockwood has provided us with a careful and intelligent account 
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of this experience. Though the focus of his interest is Japan since the Meiji 
Restoration, he is ever mindful of the interest his analysis may have for those 
who have to deal with to-day’s problems. He has brought together an 
immense amount of data and his interpretations, though perhaps not always 
acceptable, at least make sense. ‘This work is indeed unusual in the high 
quality of the economic analysis that holds it together. The author is not 
only familiar with modern theory, but he knows too when and how to apply 
it. On such matters as the proper role of foreign investment, fiscal and tax 
policy, government’s role generally, the relative emphasis to be given to the 
processing as compared with the extractive industries, and trade policies, he 
has assembled a great deal of helpful information. Naturally, these lessons 
are not always applicable to other economies. It is doubtful whether the 
masses in them would permit the social injustices which accompanied 
development in Japan—if they had any say. It is not certain either whether 
the world setting is now so favourable. But the lessons are there nevertheless 
to be intelligently applied. 

The policy for development adopted in Japan was far from a laissez-faire 
one. In many respects it resembled the mercantilist measures taken a 
century or more earlier in Europe. ‘The Government took steps to stimulate 
industry and agriculture, and its task was the easier because it was able to 
proceed without paying more than the slightest attention to the well-being 
of the peasantry and labour force. While the Government did initiate 
undertakings in certain industries, most of its activities were confined to 
encouraging private enterprise, by subsidies, tax and monetary policy, the 
development of overseas markets and the stimulation of improved techniques. 

Japan needed to import heavily from the beginning. While she was 
able to secure some help from abroad in the form of capital imports, she had 
to finance most of her purchases by developing markets abroad. In this 
connection she was most fortunate because while after the Russo-Japanese 
war she herself increasingly adopted restrictive trade policies, she could 
gain the advantages provided by relatively free and multilateral trade 
possibilities in expanding world markets. The author properly stresses her 
dependence upon such trade patterns. 

Was Japanese experience special in the sense that she gained from being 
the first to develop in Asia? Probably not, according to Professor Lockwood 
—though his analysis here is not convincing. The fact that other parts of 
the Asian continent had made no significant advance certainly in one sense 
limited her markets, and perhaps the availability of supplies which she 
required. However, if development in these economies had proceeded 
further, Japan might have been faced with sterner competition in selling and 
buying. Itis unlikely that Japan’s development was favourable to the British 
economy. It is not at all certain that development elsewhere in Asia would 
have helped Japan. 

The author notes that Japan’s development, though most manifest in 
certain lines in manufacturing and utilities, required growth in agriculture 
and other extractive industries. Her growing population, increasingly 
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urbanised, needed growing supplies of foodstuffs and industrial raw materials, 
Fortunately, productivity grew quickly in these less spectacular sectors too, 
and she was able to overcome the agricultural gap, and even to provide her 
population with a slowly rising flow of consumer goods, per capita. 

It is too bad, considering how much useful (and occasionally, nearly 
useless) material Professor Lockwood has brought together, that he has not 
been more successful in presenting it. ‘The work is repetitive, and yet there 
is little helpful summarising. The index is nearly useless. The book 
deserves many readers, and should be invaluable as a work of reference, 
But it will be difficult to use. It is nevertheless a distinguished contribution 
to a most important subject. 

L. Tarsuis 
Cambridge. 
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NOTES AND MEMORANDA 


MALTHUS ON PUBLIC WORKS 


Amonc the treasures of the Rothschild Library, which are described in the 
magnificent catalogue recently published, there is even a crumb for econo- 
mists. It consists of an autograph which fills a small gap in the Ricardo- 
Malthus correspondence. 

The year 1816 had witnessed “ the first experiment of the century ” in a 
policy of works for the reliefof unemployment. Ricardo, who regarded these 
measures as ineffective, early in 1817 wrote to Malthus asking him what he 
thought of them.!' Malthus’ reply being lost, one might have been tempted 
(rashly, as it turns out) to suppose it to be like his own statement of a few years 
later, that public works were well suited to achieve that object.2 Malthus, 
however, is unpredictable, and in his reply, which is now before us, he agrees 
with Ricardo’s conclusion and indeed claims it as peculiarly his own. (The 
agreement between them is purely accidental and arises from their apply- 
ing different types of reasoning to opposite premises: Ricardo assuming that 
the funds “‘ raised ’’ for employing the poor are diverted from other productive 
employments, thus adding nothing to the numbers employed; while Malthus 
assumes that the funds are saved out of income and concludes that there is no 
addition to effective demand.) 

The manuscript, which is printed below by permission of Lord Roth- 
schild, consists only of the last page of the letter; the argument on public 
works is, nevertheless, complete. It is addressed to Ricardo at Upper 
Brook Street, and, although undated, has a postmark of January 11, 1817. 
It is a reply to Ricardo’s letter of January 3 (letter 197 of the series), and is 


answered by one of January 24 (letter 199). 
P. SRAFFA 


Malthus to Ricardo 


I am sorry to find from what you say that you do not feel yourself able to 
approach nearer to those opinions, which I still continue after repeated 
consideration to think correct. 

Every thing that has occurred lately appears to me to favour my idea of 
the all powerful efficacy of demand, and to shew that is very far indeed from 
depending merely on supply. I quite agree with you in thinking that the 
funds raised for the support of the poor (though perhaps necessary at the 
moment) essentially interfere with other employments. But this opinion 
appears to me to accord with my view of the subject, more than with yours. 


1 Works and Correspondence, VII, 116. 
2 Principles of Political Economy, 1820, p. 512. 
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According to you and Say, if people were willing to subscribe and convert 
their revenue into capital, there ought to be no difficulty, if the sole want is 
the want of supply; but in my view of the subject there ought to be a diffi- 
culty, from the want of a proportionate demand. 

I shall be most happy to visit you in Brook the very first time I am in 
Town; but I have now been a truant for some time and must stay at home 
a little. 

Mrs M joins me in kind regards to Mrs Ricardo 

Ever truly Yours 
T R Malthus 





MR. HAHN ON LIQUIDITY PREFERENCE 


In his article in the Economic Journat of March 1955, Mr. Hahn 
interprets the liquidity preference theory of interest as follows: “the rate of 
interest changes if, and only if, the ratio in which assets are demanded is 
different from the ratio in which they are supplied.”’? I have no quarrel 
with this.? 

He then applies this principle to a situation in which “ investors ” (i¢., 
businesses undertaking real investment) are financing the purchase of capital 
goods. Since “ bonds are never offered directly to producers in return for 
capital goods,”’ ‘the only way investors can obtain their finance is by in- 
ducing some people to increase the ratio of bonds to money in their existing 
assets. The rate of interest will thus rise to the point at which it is just not 
worthwhile for investors to offer further inducements to holders of money to 
substitute bonds for the latter. ... Once this transaction is complete, 
investors buy investment goods,”’ which ‘‘ means that the ratio of money to 
bonds held by other people increases. This leads to . . . a fall in the rate 
of interest. . . . At the end of the income period therefore everyone holds 
assets in the form they had planned to hold them, the rate of interest is the 
same as at the beginning of the period.” ® 

I disagree with the final sentence in the foregoing quotation. During 
Mr. Hahn’s single income period, Period One let us call it, investors have 
issued new bonds in return for £x in money, they have spent the £x on new 
capital goods and thus generated £x extra income, all of which in Period 
One is saved. But much of the £x thus saved in Period One will be dis-saved 
in Period Two, when the recipients of the £x of income in Period One will 
use much of it to buy consumption goods. Thus much of the £x saved in 
Period One will almost of necessity be held at the end of the period in the 
form of money, so that it can be spent in Period Two. Thus the £x of 


1 Mr. Hahn’s article, p. 61. 
2 Indeed it is the basis of my treatment of interest rates in Chapter 22 of my Wealth and Income. 
* All quotations in this paragraph are from Mr. Hahn’s article, p. 63. 
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bonds issued in Period One will find willing holders, even at the end of the 
period, only if the rate of interest is higher than at the beginning of the 
riod. 

of Let us suppose that of any extra income received in any period, the 
recipients retain a proportion ¢ (corresponding to the marginal propensity 
to consume) in money form until the next period, when they spend it on 
consumption, and utilise the remaining proportion (1 — c) for buying bonds 
immediately. ‘Then a stimulus of £x of real investment in Period One will 
in due course result in an extra £x of bond purchases out of income,! but these 
purchases will be spread over a large (theoretically infinite) number of 
periods, as follows: 


£ 
Period One. ‘ , ; x(1-c) 
Period Two . : ; .  ¢x(1-c) 
Period Three . . ‘ . ex a, 
Period n , , , . exll-¢ 
Total ; : : , x 


Thus only in the long run does the extra supply of bonds issued to finance 
real investment in Period One generate a like increase in the demand for 
bonds, and hence only in the long run can the rate of interest fall to its 
original level. And even this conclusion is valid only on account of our 
extreme assumption that income recei, ers always buy bonds with whatever 
portion of any period’s income is not destined to finance future consumption. 
BRIAN TEW 
University of Nottingham. 


REJOINDER 


Ow1nc to a desire to keep the amount of mathematics in my paper to a 
minimum and the consequent reliance on verbal analysis, some of my argu- 
ments may not have been as precisely expressed as one would like. This 
must account for Professor Tew’s Note. 

Keynes conducted a comparative statics analysis. We know that the 
transition from one equilibrium to another takes time, and hence it is only 
“in the limit ’ that comparative statics statements are valid. I, however, 
assumed that unexpected changes in the value of assets would lead to changes 
in decisions only at the beginning of a subsequent period, while adjustments 
in the composition of assets takes place continuously. Hence, it is not true 
that “ much of the £x saved in Period One will almost of necessity be held 
at the end of the period in the form of money, so that it can be spent in 
Period Two,” since individuals only decide on spending more at the beginning 
of Period Two. It is in this way that I interpret the Keynesian analysis of 


1 The balance of bonds not immediately bought out of income must initially be bought out 
of capital: i.e., by persuading wealth owners to switch out of money into bonds, 











546 THE ECONOMIC JOURNAL [SEPT, 


an effect of increased investment, via changes in the level of income, on the 
rate of interest. Of course, if the psychological assumptions are wrong, then 


so is the argument. That, however, is a question of fact and not of theory, 





UNDER-DEVELOPED, BACKWARD OR LOW INCOME? 


Out of regard for their feelings, countries which until the last war 
used to be called “‘ backward ” are now being called “ under-developed.” 
Mr. Hla Myint! protests against this change and points out that “ back- 
ward ”’ is effectively descriptive of certain problems met with in such 
countries. Nevertheless, if what is wanted is something more than a label, 
even if such a label is universally understood, ‘‘ backward ”’ is as little suited 
for a generic definition as “ under-developed’ and, unless the word is 
carefully limited and qualified, it is not much clearer or less ambiguous. 

The countries and territories now loosely called “ under-developed ” 
can be found under every climate, with inhabitants of many races who are 
earning their living in various ways and who are organised in differing 
social, ethical, political and economic systems. On none of these counts is 
it possible to draw a natural, clear-cut dividing line between them and the 
** developed ” countries: any difference between these two groups is one of 
degree and not of kind, one of “ greater ” and “ less.” A definition of either 
group must be relative, and the dividing line between them will have to be 
arbitrarily selected. It would be the more useful if this arbitrary and 
relative definition could at least have no doubtful implications. 

The present meaning of “ under-developed ” has an historical bias: 
development seems to be understood as from some common level defined in 
terms of the Western industrial and agrarian revolution. The state of 
development (or of under-development) is given by comparing the point 
reached by the country under discussion on the common path of develop- 
ment thus defined and that reached by the “ most-developed ”’ countries, 
such as Britain, Canada or the United States. Though this is a perfectly 
legitimate historical approach, it is not only useless but can also be very con- 
fusing when the attention is turned from the past accomplishments to the 
future. What is of interest then is not how far the country has travelled 
as compared to the others, but how much farther it can go within a fore- 
seeable future, and there is little reason to think that the maximum attain- 
able within that foreseeable future is identical for all countries or that it 
necessarily depends on the point reached to-day. 

There is an “ absolute ” sense in which under-development could be 
defined for one single country in isolation: it is the gap between the state of 
development it has reached and that which could be extrapolated, under 


1 «* An Interpretation of Economic Backwardness,” Oxford Economic Papers, New Series, Vol. 6, 
No. 2, June 1954. 
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yarious assumptions, into a future still within forecasting limits. (This 
gap could have a negative value in the case of over-development.) In this 
sense the United States of America in 1940, before its amazing war-time 
spurt, could rightly have been called badly under-developed. Arranging 
countries in order of the size of their development gaps would give us a series 
(ordinal or cardinal, according to the methods employed) in degrees of 
under-development, which could be quite useful in discussions on inter- 
national policies for economic development, as it would give us an indication 
of each country’s possibilities in terms of its own, and not of some other 
country’s, attainable maximum development. There is little meaning in 
saying that an adult rabbit is “ under-developed ”’ because a baby elephant 
is so much bigger; nor is it much more meaningful to call the Sahara 
“ under-developed ” because Holland is a garden. If, according to our 
present knowledge and techniques, there seems to be little possibility of 
further development, then the territory concerned, even if it is the Sahara 
desert, must still be considered to be as “ fully developed ”’ as is economically 
feasible. It would, of course, be possible to hospitalise the Sahara, to trans- 
form it into a large welfare centre, where, with outside funds and resources, 
another Eden could be created, but, in a world faced with the problem of 
scarce resources, this could not be called ‘‘ economic development.” To use 
such a term meaningfully it must be restricted to circumstances in which 
normal or better than normal returns to invested resources can be expected. 

The “‘ degree of under-development ”’ used in this sense could be defined 
in terms either of absolute or of relative estimated potential increases, 
whether in the total national product or in the product per head, over 
periods of varying lengths but still within the limits of economic forecasting : 
to use it beyond those limits would turn the attempt into a guessing game. 
“ Under-development ”’ restricted to this meaning could be a useful addition 
to the economic vocabulary. Used in its present, semi-historical, sense it 
only creates such artificial “ paradoxes ”’ as the preference of finance for what 
are loosely called ‘‘ developed ”’ countries, a preference which—to many 
people’s surprise, it seems—makes it easier to find capital when it is wanted 
for investments in Canada or the United States of America than in Peru or 
Tanganyika, however many encouragements and safeguards might be 
devised in the case of the latter. The potentialities for development are, of 
course, much greater in the first. Nor can the fact that a certain increase 
in the national income of Tanganyika might double its income per head 
whereas the same increase in the United States of America would hardly be 
noticed provide more than a normative reason for a decision on the use of 
resources: the economic reasons will still have to be discussed on their own 
merits, in terms of comparative development potentials. 

“ Backward ” seems to have been discarded for its unwanted associations, 
such as “ backward children.” It was, in any case, not a very happy effort if 
used without strict qualifications, as certain “‘ backward” countries have not 
only created some of the most advanced civilisations known to mankind but 
also as, in certain fields of economic activity, they have sometimes gone much 
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farther than the “‘ advanced ” countries. Rice production, gardening and 
vegetable growing, irrigation, manuring and crop rotation, as well as artistic 
handicrafts have often reached their peak in “ backward ” countries; and 
in that most important (though often overlooked) economic field, of com. 
merce, they have often more than held their own. Certain qualifying terms, 
such as “ technological backwardness” or “ backwardness of (specified) 
economic institutions,’ might help in bringing the word backwardness, in 
the senses indicated by Mr. Myint, into meaningful use in economics, though 
hardly as a general definition of the kind intended in the past. 

** Under-developed ” and “ backward ”’ have been forced to do two 
incompatible jobs: to describe a state of affairs common to a certain group 
of countries, and to explain the reasons for this state of affairs. As there is 
no one single reason, one and the same word could not fulfil both purposes, 
The best way of avoiding such pitfalls is to confine any general descriptive 
term to whatever is indubitably common in the facts to be described. The 
deep interest shown to-day in the economic problems of the so-called “ under- 
developed ” countries is due mainly to the prevailing concern with standards 
of living (the welfare approach) and to the fear of political plague spots, 
This seems to indicate a pragmatic approach; and it is “‘ low incomes per 
head”? which is the main problem in both cases, and is common to all 
the countries to-day called “ under-developed.” ‘* Under-development,” 
“* backwardness,” “ misdirection of resources,” “‘ political instability,” 
** rigidity of social institutions ” and so on can all be used either to explain 
the reasons for the existence of low incomes or to suggest ways of increasing 
those incomes—usually both; but they are not restricted to the low-income 
countries, nor are they necessarily characteristic of such countries. There 
are many territories throughout the world which are low income, technically 
backward and over-developed. Countries can, furthermore, be backward 
from certain points of view and advanced from others, use certain resources 
efficiently and others wastefully, have political stability but also social and 
economic rigidity, and all these facts can be indiscriminately associated with 
high or with low incomes. 

Whether high and low incomes are defined in terms of some standard-of- 
living unit, such as the Orient Unit, or, more simply and for general purposes 
of classification still satisfactorily, by taking some arbitrarily selected income 
per head as the dividing line is to some extent a matter of taste; the result will 
still be the least ambiguous way of allocating countries to groups which would 
be significant for the purpose of both theoretical and practical discussions. 

B. M. NicuLescu 
University College of the Gold Coast. 
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Sipney JAMes Buttress, 1876-1955 


By the death of S. J. Buttress on June 16th, 1955, the Royal Economic 
Society has lost an Assistant Secretary of intense and devoted loyalty. Born 
one of ten children in comparatively humble circumstances, he, as well as 
his brother, made his way in the world by old-fashioned qualities of persist- 
ence and determination. He entered the office of King’s College in 1899 
and retired from it as chief clerk in 1940. As such as he was in the later 
years Lord Keynes’ right-hand man, and it was natural that Keynes should 
ask him to help with the running of the Royal Economic Society in 
succession to Mr. E. J. Hicks in 1919. He remained Assistant Secretary 
until his death in his seventy-ninth year. During these years the member- 
ship of the Society rose from 900 to over 6,300, and its accumulated fund 
from £3,500 to just under £100,000. All the routine work of collecting 
subscriptions, keeping accounts, recovering tax and the rest fell throughout 
this period almost wholly on Buttress’ shoulders, and in his stern individu- 
alistic way he was determined that it should be so. It is appropriate that he 
should have died still in harness, with the Royal Economic Society still 
dependent, as it always had been, on his energies. 

Buttress must have been well known, at least by correspondence, to many 
thousands of members past and present of the Society, and increasingly, after 
his retirement from King’s, he identified himself with the Society and its 
interests. Very much of the older generation, he had been Assistant Secre- 
tary before most of us read our first word of economics. And he never 
spared his criticisms of those of the younger generation who failed to live up 
to his own private ideals of what should be expected of a Fellow of the Society. 
He was shocked at our propensity to move, as the Fellows of an earlier 
generation had not, from place to place, and our failures to report our 
movements properly to the Assistant Secretary. He was contemptuous of 
those who joined the Society and allowed their membership to lapse again 
after a few years. For such reasons he was not always in his later years an 
easy colleague ; the present Secretary was never left in any doubt (a doubt 
which he had never harboured) that he failed in Buttress’ eyes to measure 
up to the stature of his predecessor. But these were all the qualities of 
Buttress’ unfathomable loyalty to the Society ; they were the qualities which 
made him what he was—a great and memorable and utterly irreplaceable 
survival of a generation that possessed qualities which we lack. The 
Society will never have another such Assistant Secretary, and those of us 
who knew him well have lost a true, stern and tested friend. 

E. A. G. R. 
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Tue Annual General Meeting of the Royal Economic Society was held 
at the London School of Economics on Thursday, July 7. Professor L. (, 
Robbins was re-elected to the office of President. Professor Sir Alexander 
Gray and Professor R. H. Tawney were elected Vice-Presidents. Professor 
Sir Arnold Plant was elected Honorary Secretary in succession to Professor 
Robbins. Professor E. Devons, Professor G. L. S. Shackle, Professor J. H. B. 
Tew and Professor G. Walker were elected to fill vacancies on the Council, 
The formal business was followed by an address by the President on “ The 
Teaching of Economics in Schools and Universities.” 





Tue Secretary reported on the membership and finances as follows: 














| 195 1953. | 1939. | 1914, 
New Fellows and Library Members elected. ‘ Ts 357 543 | 490 50 
Fellows lost by death, resignation or default 297 289 | 496 33 
Number of Fellows and Library Members on December 31 | 6356 6286 | 4572 694 
‘Total Compounders included in above total 2129 2118 | 1155 | 159 
Surplus or Deficit of Income over re, together 
with receipts from Compounders a —£247 | £329 | £278 
| | 








Mr. W. B. Reppaway, Fellow of Clare College, Cambridge, has been 
appointed to succeed Professor J. R. N. Stone as Director of the Department 
of Applied Economics in the University of Cambridge. 





WE regret to record the death of Professor G. Findlay Shirras, in his 
seventieth year. He was for seven years Director of Statistics with the 
Government of India, and held several academic and government posts in 
India. After he returned to England Professor Findlay Shirras was for a 
time Professor of Economics at University College, Exeter, and later Pro- 
fessor of Political Economy in the University of Dublin. After his retire- 
ment he went as visiting professor to many universities in the United States, 
and at the time of his death was on his way to address the Congress of the 
International Statistical Institute in Brazil. 





Tue following have been admitted to life fellowship of the Society: 
Bolza, Dr. H. Eley, G. C. R. Franklin, N. N. 
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The following have been admitted to fellowship of the Society : 


Agarwala, Dr. B. S. Fernie, W. G. V. Oyinlola, R. A. F. 
Ajobo, E. A. Fox, K. L. Ozga, S. A. 

Atumu, G. Gilchrist, J. B. G. Pocock, M. A. 
Barratt, A. F. Goonatilake,R.H.deA. Reid, A. L. 

Bayne, R. B. Hamid, Dr. M. A. St. George, P. R. S. 
Bellworthy, J. J. Horner, L. B. Sargent, J. R. 

Blyth, C. A. Hui, C.-Y. Saxena, K. C. 
Bowen-Ashwin, R. J. Inoue, T. Sokunbi, D. O. B. 
Coates, J. A. Insoll, R. H. Stetting, L. 

Cyprian, A. Kahn, Prof. A. E. Sturmey, S. G. 
Delany, V. J. Khan, M. I. Thung, Y. F. 

Dixon, W. J. Konig, R. Wallach, M. 

Etim, B. A. _ La Ferla, F. M. Wannan, Miss G. D. J. 
Fakar, J. R. Loureiro, R. E. Williamson, E. L. R. 
Farmer, R. F. Malhotra, T. N. Wood, F. 

Fellner, Prof. W. Newman, C. Wood, R. L., Jr. 


The following have been admitted to Library membership of the Society : 


Antitrust Division, U.S. Dept. of Justice. 
Brigham Young University. 
Faculdade de Economia, Porto. 
Immaculata College. 

Yang-Min Villa Library, Formosa. 














RECENT PERIODICALS AND NEW BOOKS 


Journal of the Royal Statistical Society 


Vor. 118, Part 1, 1955. The MacMillan Gap: Lorp Piercy. Current Population Problems, 
with Particular Reference to the United Nations World Population Conference: B. BENJAMm, 
Measuring Unemployment: H. A. TURNER. The Pattern of a Divided Economy: a National 
Income Analysis of India and Pakistan: R. H. Kuanpker. Measuring Social Mobility; 
S.J. Prats. Statistics Bearing on Financial Investment: J. 1. Mason and D. Sacus. 


Economica 


Vor. XXII, No. 86, May 1955. The Accountant’s Contribution to the Trade Cycle: W. T. 
Baxter. The Transfer Problem: a Note on Criteria for Changes in the Terms of Trade: 
H. G. Jounson. The British Timber Duties, 1815-60: J. Potter. Consumers’ Behaviour 
and the Conditions for Exchange Stability: J. Spraos. A Note: I. F. PEARcE. The Editions 
of the Bullion Report: F. W, FETTER. Engineer’s Approach to Economic Models: R.G,D, 
ALLEN. 


The Review of Economic Studies 


Voi. XXII, No. 58, 1954-55. The Saving Function and the Problem of Trend and Cycle: 
R. C. O. Matruews. Surplus Value, Profit and Exploitation—an Attempt at an Analysis of 
some Concepts in Marxian Economy: Daya. Some Problems in the Estimation of Personal 
Savings and Investment: C.'T. SaAuNDERs. The Gains from International Trade and the Back- 
ward Countries: H. Myint. Investment, Uncertainty and Expectations: R. A. D. EcERton, 
Dr. Hansen on the Inflationary Gap: Further Comment: J. J. Paunio. 


Oxford Economic Papers 


Vot. 7, No. 1, Fesruary 1955. Some Implications of the Growth of Investment by Institutions, 
1938-53: R. Frost. The Rehabilitation of Monetary Theory in Sweden: E. E. FLEETwoop. 
The Intransitivity of Certain Criteria Used in Welfare Economics; W. M. GORMAN. The 
Valuation of Net Investment: C. Kennepy. The Role of Investment in Two French Inflations: 
H. Lusextr. Industrial Relations in Nineteenth-century Birmingham: A. Fox. Retailing 
Costs: Some Comments on the Census of Distribution, 1950: S. PoLLtarp and J. D. Hucues. 
Price Formation in Manufacturing Industry and Excess Capacity: H. R. Epwarbs. 


The Journal of Industrial Economics 


Vot. III, No. 2, Aprit 1955. Association with Schumania: J. Driscott. Some Thoughts on 
the Pricing of Television Receivers: F. A. Fripay. Coal: The Case for a Free Market: G. 
Potanyt. Capital Employed: C. L. PARKER. The Paint Industry in Great Britain: A. L. 
MInKEs. 

The Manchester School of Economic and Social Studies 

Vor. XXIII, No. 2, May 1955. Economic Expansion and International Trade: H.G. Jounson. 
Secular Swings in Production and Trade, 1870-1913: W.A. Lewis and P. J. O’Leary. The 
Development of Agricultural Production in Great Britain and Ireland from the Early Nineteenth 


Century: L. DrescHer; Drescher’s Index: A Comment: T. W. FietcHer. The Impact of 
Commercial Growth on Agricultural Tenure Systems in India: A. GHosH. 


Scottish Fournal of Political Economy 
Vor. II, No. 2, June 1955. The Scottish Tradition in Economic Thought: A. L. MAcrt. 
A New Index of Residential Construction, 1838-1950: B. Weer. Edinburgh Bankers and 
the Western Bank of Scotland: R. H. Camppett. The Dollar Shortage Once More: T. 
BatocH. Household Structure and Family Income: T. BRENNAN. 


The Yorkshire Bulletin of Economic and Social Research 


Vor. 7, No. 1, Marcu 1955. Fluctuations in Wool Prices, 1870-1953: B. P. Puivport. 
Fixed Property Taxation and Local Government Revenue: W. THORNHILL. Middleton Collier, 
near Leeds (1770-1830): G. Rimmer. A Note on Depreciation and Industrial Research: P.M. 
SHEARD. Trade Unions as Friendly Societies, 1912-1952: R. Hurt. 
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The Economic History Review 


Vor. VII, No. 3, Apriz 1955. The Mercantile System in the Time of Thomas Mun: R. W. K. 
Hinton. Farmhouses and Cottages, 1550-1725: M. W. Bariey. Russia and the Colonial 
Fur Trade: E. E. Ricw. War and the English Economy, 1700-1763: A. H. Joun. 


British Fournal of Sociology 
Vor. VI, No. 1, Marcu 1955. Collectivism Reconsidered: G.L. ARNoLD. Radcliffe-Brown’s 
Contributions to the Study of Social Organization: M. Fortes. An African Elite: J. E. Gotp- 
THORPE. The Social Position of Women in England 1850-1914: A Bibliography: O. R. 
McGrecor. Social Class Structure in a Fluctuating Community: M. Rosuwatp. The 
Social Background of a West African Student Population: II: G. Janopa. The Scope of 
Industrial Relations: J. H. Smrru. 


Population Studies 


Vor. VIII, No. 3, Marcu 1955. Some Aspects of Mating and Fertility in the West Indies: 
G.W.Roserts. John Maynard Keynes’s Theories of Population and the Concept of ‘* Optimum” : 
W. Petersen. Early Childhood in Broken Families: G. ROWNTREE. Marshall on the 
Population Question, Part I: J. J. SPENGLER. Quality of Response in Census Taking: B. 
BENJAMIN. 

International Affairs 


VoL. XXXI, No. 2, Apriz 1955. A New Theory of the Commonwealth: C. E. CARRINGTON. 
Toynbee’s Study of —- : The Place of Civilizations in History: C. Dawson. The Political 
Situation in Japan: F.C. Jones. Germany and the London and Paris Agreements: H. J. Ass. 
Foreign Investment in India: G. Tyson. Indonesia and the West: L.H. Parmer. Large and 
Small States in International Organisation: II: A. DE RusetrT. 


Soviet Studies 


Vo. VI, No. 4, Apri 1955. E. H. Carr as Historian of Soviet Russia: 1. DEuTscHER. 
Aspects of the Soviet Legal System: E. L. Jounson. State Arbitration Tribunals: J. Exton. 
The Soviet Impact on the Czechoslovak Legal Revolution: G. Sxiruinc. Revolution and 
Revolutsia: J. MILuer. 


The Farm Economist 


Vor. VII, Nos. 11 and 12, 1954. The Marketing of Fatstock: G.R. ALLEN. Some Factors 
Affecting Income Yield on Family Farms: M. R. ewes. The Theory of Rent in Practice: 
E. H. WHETHAM. 


Accounting Research 


Vor. 6, No. 2, Aprit 1955. Periodical Financial Statements. The Integration of Accounting 
and Economic Studies: D. Sotomons. The Old Common Law Action of Account in English 
Law: H. Hupson and T. W. Sourn. The Theory and Practice of Stock Control: A. R. 


ILERSIC. 
The Incorporated Statistician 


Vor. 5, No. 4, Aprit 1955. Some Estimation Problems in Demand Analysis: R. Stone, J. 
Arrcuison and J. A. C. Brown. Labour Turnover: A. J. H. Morrerr. Raw Cotton 
Statistics: R. Rosson. Statistical Methods in Chemical Process Development: D. R. Reap. 


The Banker 


Vor. CIV, No. 352, May 1955. Mr. Butler’s Act of Faith. America’s Recovery Now. 
Economic Consequences of Sir Winston: Sir O. Hopson. The Boom and the Strain. Italy’s 
Unemployment Problem: A New Attack?: V.Lutz. The New Bank Salaries. Are the Building 
Societies Growing Too Fast? Bankers and the Legal Standard of Care: W.H. D. WinDER. 

Vor. CIV, No. 353, June 1955. The Threat to Britain’s Stability. Foreign Money and the 
Reserves. Banques d’Affaires for Britain? Rising Output and its Sources: J. E. HARTSHORN. 
Monetary Policy and Australia’s Deficit: J. O. N. Perxins. What Reserves do Building 
Societies Need?: H. AsHwortu. Sweden Takes the Plunge: G. CLAYTON. 


The Bankers’ Magazine 


Vor. CLXXIX, No. 1334, May 1955. Mr. Butler’s Fourth Budget: H. C. HiLtmann. 
Balance of Payments 1954-1955: S. H. Frowetn. Monetary Policy and External Balance: 
W. T. Newtyn. The Detection of Forgery: W. HARTLEY. 
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Vor. CLXXIX, No. 1335, June 1955. The Age of Inflation: D. T. HEatey. Finance for 
Industry. Banking in Soviet Russia: T. M. Rysozynskt. The New Indian State Bank 
Merger—Passing of the Imperial Bank of India: G. Tyson. 


Barclays Bank Review 


Vor. XXX, No. 2, May 1955. Organisation for Trade Co-operation. Thirty Per Cent? 
Economic Relations with Latin America. 


The District Bank Review 


No. 114, June 1955. Company Profits and their Distribution since the War: F. W. Patsu. 
The Future of Government Expenditure: A. T. Peacock. More Savings and More Savers. 


Midland Bank Review 
May 1955. Monetary Survey 1954-5. The Colombo Plan: Four Years of Economic Co-operation, 


National Provincial Bank Review 

No. 30, May 1955. The Non-military Applications of Atomic Energy: LoRD WAVERLEY, 
The Covered Waggon is Still on the Move: Sir J. Benn. The Property Market: H. G, 
Hopper. 

The Three Banks Review 

No. 26, June 1955. The Problem of Living Within our Foreign Earnings: M. FG. Scorr, 
Some Comments on Mr. Scott’s Article: E. A. G. Rosinson. EDITH: B. Tew. john 
Coutts, Corn Merchant and Banker. 


Westminster Bank Review 
May 1955. Can the Atom Solve our Fuel Problems ?: W. R. HAwTHORNE. Investment in 
British Railways: M. Brestey and A. A. Watters. Increased Agriculture or Increased 
Exports?: D. T. HEALEY. 


The Journal of the Institute of Transport 


Vou. 26, No. 4, May 1955. The Influence on Civil Aviation of some Current Researches: Sr 
A. Hatt. World Tourism: J. Maxweti. Operational Research: A. T. WiLForD. 


Planning 


Voi. XXI, No. 379, May 1955. Voting for Local Councils. 
Vou. XXI, No. 380, June 1955. Towards the Automatic Factory. 


Town and Country Planning 


Voit. XXIII, No. 133, May 1955. Parliament and Planning. A Goldfields New Town: 
W. O. BacknHouse. Lubricating London: A. E. Tettinc. Scandinavia Revisited: F. J. 
OsBorNn. On Planning Footpaths in Wales: R. M. Locktey. 

Vou. XXIII, No. 134, June 1955. Party Politics and Planning. Ribbon Development: Present 
Trends: P. Laws. The Subsidies for Flats. Defending the Green Belt: J. NEWHOUSE. 
The Future of British Canals: J. D. U. Warp. Self-help in Community Buildings: H. P. 
Dow. Highlands Investigated: R. H. S. RoBertson. 


Cartel 
Vox. 5, No. 2, Apriz 1955. Shipping Conferences: J. Hoop. Do Consumers Need Mor 
Protection?: J. M. Woop. Swiss Cartel Policy: F. NEUMEYER. Sweden’s Publicity Weapon: 
G. CLAEsson. 
Progress 
Vor. 44, No. 246, Sprinc 1955. A Decade of Italian Progress: V. G. Orwanpt. The 
Great Illusion in Stock Markets: H. Wincotr. The Foreign Service and the Business Man: 
V. CavenpisH-Bentinck. The ‘‘ Fairtry”’: P. O’Donovan. The Role of G.A.T.T. i 
International Trade: E. WynpHamM Wuire. How Long will World Resources Last?: S. 
ZUCKERMAN. Scientific Research in Britain—its Structure and Policy: Sir H. HARTLEY. 


Statistical and Economic Review (The United Africa Company) 


No. 15, Marcu 1955. Transport Economics in West Africa—II. The Consumption and Distr 
bution of Petroleum Products in West Africa. Mechanical Handling. 
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Hard Fibres 


No. 16, Marcu 1955. World Fibre Position—Forecasts for 1955. Trends in Manufacturing 
Countries: VI—Canada. 


The Canadian Journal of Economics and Political Science 


Vor. 21, No. 2, May 1955. The Discoveries and Mercantilism: J. H. Dares. Canadian 
Monetary Thought and Policy in the 1920s: I. BRECHER. Consumption Levels in Canada and the 
United States, 1947-50: J. M.Duer. Grants in Lieu of Taxes on Crown Property in the United 
Kingdom: D. H. Crarx. The Capacity Concept and Induced Investment: R. T. Bowman 
and L. Potties. Taxation and ‘‘ Fair Shares ’’ under the Labour Government: A. A. Rocow. 
The Efficiency of Competition as an Allocator of Resources: II: External Economies of Consump- 
tion: M.C. Kemp. Productivity of Labour in Canadian Agriculture: W. J. ANDERSON. 


The South African Journal of Economics 


Vot. 23, No. 1, Marcu 1955. The Rate of Interest in the Trade Cycle Theories of Professor 
Hayek: G. F. D. Parmer. Die ‘‘ Christelike’’ Seining van die Aard en Omvang van die 
Ekonomiese Wetenskap: B. VAN DEVENTER. Industrial Profits since the War: P. K. Lomas. 
Oor die Struktuur van die Suid-Afrikaanse Koéperatiewe Bewiging: F. E. RAEpDEL. Bentham 
as Economist: W. L. Taytor. 


The Australian Quarterly 


Vot. XXVII, No. 1, Marcu 1955. The Australian General Election of 1954: D. E. 
McHenry. The Costs of Inconvertibility: L. Metvitte. The Labour Party in a 
Changing Society: W. A. Townsley. The Origins of ‘‘ White Australia’’: K. M. Dattas, 


The Indian Economic Journal 


Vou. II, No. 4, Apri 1955. Underemployment— Micro and Macro—and Development Planning : 
N. V. Sovani. Inter-relationship between Size, Location and Integration: M. M. Menta. 
Gold and Silver Thread Industry of Surat: R.K. Patit. Substitution and Supply in International 
Trade: R. J. NicHotson. Theoretical Dollar Shortage: P. K. Basu. 


The Indian Economic Review 


Vor. II, No. 2, Aucust 1954. Application of Circular Diagrams in the Study and Comparison 
of Standards of Living and Patterns of Development: L. J. Lepret. Marshall’s Measure of 
** Net Benefit’? from Foreign Trade: A. K. Das Gupta. Definition and Measurement of 
Deficit Financing: K. N. Ray. 


Sankhya 


Vor. 14, Part 4, Fespruary 1955. Some Contributions to the Design of Sample Surveys: 
T. Krracawa. On Optimum Selections from Multivariate Populations: Des Raj. On a 
Characterisation of the Multivariate Normal Distribution: R.G. Lana. Bi-modal Distributions 
Derived from the Normal Distribution: A. Prasav. Selection Tests for Skilled and Semi- 
skilled Workers: S. P. GuosH. Optimum Dilution Levels for the Estimation of Bacterial Density 
in Water: S. J. Poti, P. Sinna and M. V. Raman. A Suggested Application of Wald’s 
Sequential Analysis to Railway Operation: Jacyit SINGH. 


The National Bank of India Review 


Vor. 1, No. 3, Aprit 1955. Tea Prices Enter a New Phase: the Rising Curve of World De- 
mand. Foreign Investment in Pakistan. Development Finance for East Africa’s Transport Services. 


International Labour Review 


Vot. LXXI, No. 2, Fepruary 1955. The Problem of Ownership in Workers’ Housing Policy 
in Western Europe: H. Umratu. The Research Work of the International Labour Office. 
National Wage Policy: the Experience of the Netherlands: B. ZoETEWEJ. 

Vor. LXXI, No. 3, Marcu 1955. The Labour Problem in Economic Development: a Frame- 
work for a Reappraisal: C. Kerr, F. H. Harsison, J. T. Duntop and C. A. Myers. 
Some Effects of Farm Mechanisation: D. L. W. ANKER. Coalminers’ Pensions: I. Craic. 
The Employment of Women in Sweden: A. ROssEL. 

Vor. LXXI, No. 4, Aprit. 1955. The First European Regional Conference. International 

Comparisons of Wage Structures: J. T. Duntop and M. Rotupaum. Freedom of Association 

and Industrial Relotions in Asian Countries: I: E. Daya. 
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United Nations Economic Bulletin for Europe 


Vor. 7, No. 1, May 1955. Current Economic Developments in Europe. Index Numbers of 
Foreign Trade of Western European Countries. Corrigenda to the Economic Survey of Europe 
in 1954. 


International Monetary Fund Staff Papers 


Vor. IV, No. 2, Fepruary 1955. The Liberalization of Intra-European Trade in the Frame- 
work of OEEC: F. Boyer and J. P. Satié. Canada’s Capital Inflow, 1946-53: R. A. 
Raprorp. Latin American Medium-term Import Stabilization Policies and the Adequacy of 
Reserves: B. BROVEDANI. Foreign Exchange Budgets in Latin America: A. A. MATTERa, 
India’s Postwar Demand for Imports: S. KUMARASUNDRAM. Financial Accounts in a System 
of Economic Accounts: G. S. Dorrance. Article VIII, Section 2(b), of the Fund Agreement 
and the Unenforceability of Certain Exchange Contracts: a Note: J. Goup. 


International Financial Statistics 


Vot. VIII, No. 4, Aprit 1955. New tables and notes for Brazil, Dominican Republic, Italy, 
Norway and Switzerland. 

Vot. VIII, No. 5, May 1955. Gold and Foreign Exchange in 1954. 

Vot. VIII, No. 6, June 1955. 


Econometrica 


Vo. 22, No. 2, Apriz 1955. The Life Cycle in Income, Saving and Asset Ownership: H. 
Lynpatt. The Period of Production: J. D. SARGAN. A Note on the Statistical Discrepancy 
in the National Accounts: A. J. GARTAGANIS and A. S. GoLDBERGER. Upper Bounds, 
Secondary Constraints and Block Triangularity in Linear Programming: G.B.DAntzic. Recent 
Experience with the Munich Business Test: H. Tet. Causality and Econometrics: Comment: 
H. A. Simon; Reply: H. O. A. Worn. 


Public Finance 
Voi. X, No. 1, 1955. La Signification des Statistiques fiscales et leur Utilisation: F. Visine. 


Developments in Public Finance in Communist China, 1950-1954: J. FRoomxinp and R. Hsia, 
Personal Saving and Public Finance: C. F. CARTER. 


American Economic Review 


Vor. XLV, No. 2, May 1955. Papers and Proceedings of the Sixty-seventh Annual Meeting of the 
American Economic Association. 


The Annals of the American Academy of Political and Social Science 
Vor. 299, May 1955. Air Power and National Security. 


The Quarterly Journal of Economics 


Voi. LXIX, No. 2, May 1955. Scholastic Economics: Survival and Lasting Influence from the 
Sixteenth Century to Adam Smith: R. De Roover. Accelerated Depreciation Allowances as a 
Stimulus to Investment: R. Goopve. Lundberg on Business Cycles and Public Policy: S. 
Laursen. The Problem of *‘ Underdevelopment ”’ in the English Classical School: E. McKintevy. 
Marginal Analysis, Multi-plant Firms, and Business Practice: an Example: F. M. WestTFIELD. 
The Regional Impact of Monetary Policy: 1, O. Scott. 


The Journal of Political Economy 


Vo. LXIITI, No. 2, Aprit 1955. Romance and Realism in Antitrust Policy: D. Dewey. 
A Dynamic Aggregative Model: J. Topin. The Fishery: The Objectives of Sole Ownership: 
A. Scorr. Excise-tax Shifting and Incidence: a Money-flows Approach: H. P. B. JENKINS. 
Operational Propositions in Economic Theory: D. F. Gordon. 


The Review of Economics and Statistics 


Voit. XXXVII, No. 2, May 1955. American Productivity and the Dollar Payments Problem: 
. M. Bernstewn. Monetary Policy: A. H. Hansen. Soviet Heavy Industry: a Dollar 
Index of Output, 1927/28-1937: A. GERSCHENKRON. More on the Misuse of Mathematics 
in Economics: a Rejoinder: S. ENke. The Accuracy of Aggregate Savings Functions in th 
Postwar Years: R. Ferser. A Study in Redistribution and Consumption: M. BRONFEN- 
BRENNER, T. YAMANE and C. H. Lee. The Multiplier Effects of Redistributive Public 
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Budgets: A. H. Conrap. The Symposium on Statistical Sources in the United Kingdom: 
D. Seers. Productivity, Wages, and the Balance of Payments: S. LAuRsEN. Some Notes on 
Population and Living Levels: H. H. Vitvarp. 


Industrial and Labor Relations Review 


Vor. 8, No. 3, Apriz 1955. The Contributory Principle and the Integrity of Old-age and 
Survivors Insurance: A. W. Witicox. Institutional Economics and Trade Union Behavior: C.R. 
McConnELL. Seniority Problems in Business Mergers: M.L. Kaun. Resistance to Inter- 
national Worker Mobility: a Barrier to European Unity: D. E. Cristian. 


The Southern Economic Journal 


Vor. XXI, No. 4, Apriz 1955. Aristotle on Economic Imputation and Related Matters: J. J. 
SPENGLER. Decreasing Average Cost and the Theory of Railroad Rates: M. H. MILcer. 
Law, Economics, and Antitrust Revision: T. Levirr, The Asset Reserve Plan; an ag : 
W. P. Snavety. Price Flexibility and Industrial Concentration: J. P. Moore and L. V. 
Levy. Collective Bargaining Accomplishments in the Paper Industry: J. S. YOUTSLER. 


The Journal of Economic History 


Vor. XV, No. 1, 1955. Family Structure and Economic Change in Nineteenth-century Europe: 
H, J. Hapaxkuk. Factors in the Economic Growth in Canada: P. HARTLAND. 


The Harvard Business Review 


Vor. 33, No. 2, Marcu—Aprit 1955. The Product and the Brand: B. B. GARDNER and 
S.J. Levy. Plant Location—1965: M. Futton. Unrealized Potentials in Growth Stocks: 
R. W. ANDERSON. Timing Your Retirement: P. T. Basson. Pros and Cons of Leasing 
Equipment: F. K. Griestncer. Observing People: T, V. Purcert. Can Moscow Match 
Us Industrially?: P. E. Mosery. Make-or-Buy Re-examined: C. C. Hicetns. Electronic 
Computers: P. B. LauBacu and L. E. THompson. 

Vor. 33, No. 3, May-June 1955. ‘‘ Skyhooks”’ with Special Implications for Monday Through 
Friday: O. A. OnmaNN. Liberal Arts as Training for Business: F. E. Pamp. Management 
by Executive Committee: W.H. MyLanpver. Unions versus Company Publications: F.C. Foy 
and R. HARPER. uiet, Please: A. E, BACHMANN. New Perspective on Public Relations: 
T. D. Yurzy and S, Wituiams. Building on the Executive Compensation Survey: A, PATTON. 
The Current Merger Movement Analyzed: A. D. H. Kapitan. Birth of a Mass Market— 
Western Europe: H. P. Wuippen. Cumulative Voting: C. M. Witxiams, Industry Must 
Prepare for Atomic Attack: M.K, Woon. 


Foreign Affairs 

Vor. 33, No. 3, Aprit 1955. The Atom Bomb and NATO: P. H. Spaax. United States 
Foreign Policy and Formosa; A. DEAN. How ‘‘ New”? is the Kremlin’s New Line?: P. E. 
MoseLy. Germany Between East and West: Lorp Stranc. Japan Reconsiders; L. ABEGG. 
Military Policy and Defense of the ‘* Grey Areas’’: H. A. Kisstncer. The Future of Democracy 
in Latin America: F. TANNENBAUM. African Dilemmas: C. W. ve Kiewiet, British 
Party Programs: The Miracle and the Mirage: T. Batocu. Denmark’s Creeping Crisis: 
G, Leistrkow. Report on Czechoslovakia: Sir R. Bruce LocknHart, 


Explorations in Entrepreneurial History 


Vor. 7, No. 3, Fepruary 1955. The Entrepreneur in the Industrial Revolution in Britain: 
C. Wirson. The Cultural Milieu of the Entrepreneur: a Critical Essay: C. S. BELsHaw. 
The Management Consultant as Transmitter of Business Techniques: H. J. HAGEDORN. 

Vou. 7, No. 4, Aprit 1955. The Influence of Modern Western Science and Technology on Japan 
and China; J. K. FarrBAnK and others. The Role of the Salesman and the Commission Agent 
in the Early Years of the British Rubber Mechanicals Industry: P. L. Payne. 


‘Review of Social Economy 


Vor. XIII, No. 1, Marcu 1955. Moral Judgments in Income Concepts: W. FROEHLICH. 
Ethical Concepts Implicit in Monopolistic and Competitive Price Analysis: V. A. Munpv. Moral 
ts in the Assumptions of Economic Analysis: R. L. Porter. Moral Judgments in 
Development Analysis: A. J. Noetzet. Moral Judgments Implicit in Welfare Analysis : 
C.A. Evter. The Development of the Concept of Economic Man: K. E. WALKER. 
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Journal of Farm Economics 


VoL. XXXVIT, No. 2, May 1955. The Agricultural Economist in the Political Environment of 
Policy Making: E. L. Burz. Surveys of Econometric Results in Agriculture: Demand and 
Prices: R. J. Foote. Results from Production Economic Analysis: G. L. JOHNSON; Sample 
Surveys and Experimental Design: M. E. Brunx; Discussion: D. G. JOHNSON and G, 
Kuznets. Recent Econometric Studies in Agricultural Marketing: An Econometric Model of the 
Watermelon Market: D. B. Surrs. Management of Meat Inventories: G. To.iey and C, 
HARRELL. Synthetic Method of Cost Analysis in Agricultural Marketing Firms: G. Brack, 
Discussion : . TrntneR. Resale Milk Price Control—Outmoded and Antisocial?: R. G, 
BrEssLER and D. A. CrarKe. Farm Policy: The Current Position: J. K. GALBRAITH, 


Land Economics 


Vor. XXXI, No. 1, Fepruary 1955. An Analysis of Regional Economic Development: the 
Case of California: F.G. Hitt. The Changing Role of the Former Japanese Landlord: J. D, 
Eyre. New York City and its Peak in Real Property Taxation: G. D. McDonatp and R. 
Toucu. A Critique of Marginal Cost Pricing: R. W. HARBESON. 


Economic Geography 


Vor. 31, No. 2, Aprit 1955. Prospects and Problems of the Port of Chicago: H. M. Mayer, 
The South Limburg Coal Field: F. J. Monxuous. The Purpose and Source of Seasonal 
Migration to Alaska: W. J. Stanton. The Zande Scheme in the Anglo-Egyptian Sudan: 
W. A. Hance. Summer Nomadism in Tunisia: J. 1. CLARKE. Geographical Distribution of 
Petroleum Refining Capacities: a Study of the European Refining Program: A. MELAmn, 
The Iron and Steel Industry of Turkey: E. TOMERTEKIN. 


The Journal of Accountancy 


Vor. 99, No. 4, Aprit 1955. Lawyers, Accountants and Taxes: E. N. Griswop. Book 
Value: G. O. May and J. L. Dour. Is Direct Costing the Answer?: R. Beyer. CP4As 
and Fiduciary Accounting: L. L. Tancuy. The Terminal-date-group Method of Depreciation 
Accounting: A. B. CARSON. 

Vou. 99, No. 5, May 1955. Legal Hazards in Public Accounting: S. Levy. Auditing, Control 
and Electronics: A. B. Toan. Ethics and a Change of Auditors: E. J. McDevitt. Doing 
Business as Partnership or Corporation: M.E.LAnicarR. How to Recruit Accounting Personnel: 
=: Soe and R. BucHete. The Accounting Picture in the Television Industry: J. H. 

GAZZI. 

Vor. 99, No. 6, June 1955. What Did Mr. Agran Do?: M. G. Eaton. A Talk with 
George O. May. Audit Programs and Internal Control: D. J. Bevis. When Should Clients Use 
Commercial Financing?: H.R. SmtvERMAN. 


Revue d’ Economie Politique 


Vot. 65, No. 2, Marcu-Aprit 1955. La théorie des jeux: G.T. GumrBaup. Remarques 
sur le niveau de la production manufacturiére de la France: H. D’HEROUVILLE. Effects de 
substitution et fe's de multiplication: J. LEsOURNE. 

Vor. 65, No. 3, May-June 1955. Convertibilité et libération des échanges: M. Masow. 
L’analyse des relations entre le capital et la production: A. BARRERE. L’impét unique des Physio- 
crates a Eugéne Schueller: F. Visine. ? 


Revue Economique 


Vox. VI, No. 2, Marcu 1955. La Pratique de l’Indexation en France. Les clauses d’échelle 
mobile et le droit monétaire frangais: J. Hamer. Le probléme économique de Vindexation: 
H. Gurrron. ‘‘ Echelle mobile ’’ ou ‘* indexation”? des salaires en France?: J. L. GUGLIELMI. 
L’ indexation dans les baux: M.DE JUGLART. L’ indexation des valeurs mobiliéres dans la pratique: 
H. Viaux. L’indexation a l’étranger: résultats d’une enquéte de Droit comparé: M. VAssEUR. 


Economie Appliquée 
Vot. VII, No. 4, Ocroper—-DecEMBER 1954. Convertibilité ou intégration?: R. TRIFFIN. 
La situation financiére des pays d’outre-mer et le Trésor Public: R. JuLiENNE. Le pétrole dans 
V’économie du Moyen-Orient: E. TemuHac. Progrés technique et bien-étre international: T. 
Batocu. L’évolution de la place de Londres et le réle international du sterling: M. Niveav. 
Note sur V’étude et la politique du développemeni des firmes: S. WickHam. La dépense des biens 
d’alimentation dans les grandes villes de France, par catégories socio-professionnelles: E. CHAMLY. 
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Revue de Science et de Legislation Financiéres 


Vor. XLVII, No. 2, Apri—June 1955. Problémes fiscaux de l’épargne individuelle, de l’auto- 
financement, de l’amortissement: H. LAUFENBURGER. Le budget de réalisation aux Etats-Unis: 
J. BuRKHEAD. Les investissements, leur coordination et leur financement: A. ARMENGAUD. 
Les problémes financiers de la démocratie Suisse: E. GRossMAN. L’impét turc sur le revenu a la 
veille de la cinquiéme année de son application: M.Yasa. La notion de revenu distribué dans 
imposition du revenu des valeurs mobiliéres: J. ROCHE. Théorie moderne de l’incidence de l’impét 
et sécurité social: A, T,. PEAcocK. 


Bulletin de I’ Institut de Recherches Economiques et Sociales 


Voi. XXI, No. 3, May 1955. La Belgique en 1954. 
Vor. XXI, No. 4, June 1955. La conjoncture économique de la Belgique: M. Worrrin. 
Statistiques économiques courantes. 


Annales de Sciences Economiques Appliquées 


Vot. 13, No. 1, Marcu 1955. Apergu de la conjoncture économique en Belgique. L’étudiant 
américain a-t-il plus de chance(s) que son compagnon belge?: Baron E. Coppér. ‘‘ Patron”’ 
ou ‘‘ chef d’entreprise” ?: HH. Cornet. L’organisation du commerce extérieur de l’U.R.S.S.: 
R.O. YAKEMTCHOUK. L’industrialisation des pays insuffisament développés : aspects économiques : 
P, De Raept. 


Revue de I’ Institut de Sociologie 


No. 4, 1954. La force obligatoire des accords collectifs du travail: P. Horton. Le réle des 
influences coutumiéres sur les travailleurs indigénes du Congo belge: A. Doucy. Considérations 
sur l’évolution et les perspectives économiques belges: R. EVALENKO. Croissance économique et 
sous-développement: G. DE GREEF. Réflexions au sujet des possibilités de développement des 
investissements en Belgique: J. P. BoULENGER. 


Schmollers Jahrbuch 


Vo. 75, No. 2, 1955. Staat und Wirtschaft: das Grundproblem der Nationalékonomie als der 
Logik der biirgerlichen Gesellschaft: HH. Nantwapa. ur Problematik einer dynamischen 
Kapitaltheorie: A. Forstmann. Okonomische Probleme der Familienpolitik: E. EGNER. 

Vor. 75, No. 3, 1955. Ist der ‘* Hang zum Verbrauch’’ degressiv?: M. Kroui. Die Theorie 
von den drei Kapitalarten: B. IscHpotpin. Freier Wechselkurs und Richtiges Geld, die Heil- 
mittel fiir jedes Aussenhandelsdefizit: E. Korner. Okonomische Probleme der Familienpolitik : 
II; E,. EGNER. 


Wirtschaftsdienst (in German with English Air Mail Digest) 


Vor. 35, No. 4, Apri 1955. The German Industries Fair at Hanover: Past and Future: 
H. MorcEnBESsER. Current Tendencies of German Tariff Policy. Survey of Federal War 
Damage Legislation: G. ScHNORR. The Implementation of the Equalization of Burdens Law: 
O. Borne. 

Vor. 35, No. 5, May 1955. What German Exporters Think of Competition on Foreign Markets. 
The Problem of German Pre-war Foreign Assets: E. Scuiitre. ‘* Yougelexport’’: Economic 
Cooperation in Exports of Electric Power: V. PERtTor. 


Wirtschaft und Statistik 


Vor. 7, No. 4, Apriz 1955. Gedanken zur regionalen Gliederung in der Wirtschaftsstatistik : 
G. Fist. Das Sozialprodukt im 2 Halbjahr und im Kalenderjahr 1954. Bilanzen und Erfolgs- 
rechnungen der Aktiengesellschaften fiir das Geschaftsjahr 1953: K. HERRMANN. 

Vor. 7, No. 5, May 1955. Die Kapitalstruktur der Aktiengesellschaften: K. HERRMANN. 


Jahrbucher fiir Nationalékonomie und Statistik 
Vor. 167, No. 1, Aprit 1955. Zur dynamischen Theorie der Markiformen: A. E. Orr. 


Weltwirtschaftliches Archiv 


Vout. 74, No. 1, 1955. Gruss und Dank an Herbert Hoover: F. BAapE. Die Theorie der 
peripherischen Wirtschaft: R.L. ALEMANN. Per Capita Rate of Economic Growth: A. Y. C. 
Koo. British Balance of Payments Policy 1946-1950: ¥. Grurets. Die Nachfrage nach 

Butter: H. Goiunicx. Zur neueren Diskussion der Welfare Economics in der angelsdchsischen 

Literatur: E, LAUSCHMANN. 
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Keitschrift fiir die Gesamte Staatswissenschaft 


Vor. 111, No. 2, 1955. Der Amerikanische Plan fiir die deutsche repre m: H. Saugr- 
MANN. A Plan for the Liquidation of War Finance and the Financial Rehabilitation of Germany: 
G. Coitm, J. M. Dopce and R. W. GotpsmitH. Grenzkostenpreisprinzip und Wohlstands- 
maximierung: HH. Ounm. Wirtschaftsdynamik und Unternehmungszusammenschliisse: H. 
Bayer. Mikrosoziologie und Soziometrie: G. Gurvircu. Die Regelung betriebsverfassungs- 
rechtlicher Fragen durch Tarifvertrag: F. FABRicius. 


Allgemeines Statistisches Archiv 

VoL. 38, No. 4, 1954. Die 25 Jahresversammlung der Deutschen Statistischen Gesellschaft, 
Integrative Tendenzen in der Wirtschafts- und Sozialforschung und ihre Bedeutung fiir die Statistik: 
H. LanGevurke. © Volkswirtschafiliche Gesamtrechnungen als Instrument der Wirtschafis- 
politik: H. Barters. Grundsdtzliches zur reprdésentativen Erfassung des Famileneinkommens: 
H. Scumuckxer. Jechniken der Befragtenauswahl bei der Anwendung des zufallsgesteuerten 
Stichprobenverfahrens in der Marktforschung: H. Locuner. Uber das Interviewerverhalten bei 
der Befragtenauswahl nach verschiedenen tiblichen Auswahlvorschriften: K, F. FLOCKENHAUS. 
Wirtschaftlichkeit der Verwaltung—ein Problem der Betriebsstatistik: G.Garse. Die Bedeutung 
der Investitionsbeobachtung fiir die staatliche Konjunkturpolitik und die Geschaftspolitik der 
Unternehmungen: H. FUHRER. 


Vierteljahrshefte zur Wirtschaftsforschung 
No. 1, 1955. Zur konjunkturellen Situation: HH. MartTert and I. RIECHENBERG. Die 
Ergebnisse der vierteljahrlichen Volkswirtschaftlichen Gesamtrechnung fiir die Bundesrepublik: 
Viertes Quartal 1954: H.Scutmmuer. Der volkswirtschaftliche Wachstumsprozess in empirischer 
Sicht: F. Grinic. Schumpeters ‘* History of Economic Analysis’? und ihre Bedeutung fiir die 
empirische und institutionelle Wirtschaftsforschung: A. WISSLER. 


Bayern in Zahlen 

Vo. 9, No. 3, Marcu 1955. Die Entwicklung der bayerischen Wirtschaft seit 1951: G. v. 
Pokorny. Sterbefille bayerischer Wehrmachtsangehériger im 2 Weltkrieg: R. Mats. Die 
iibertragbaren Krankheiten in Bayern 1954: J. Firser. Die Gemiiseernte aus dem erwerbsdssigen 
Anbau in Bayern 1954: F. HELLer. Die Nachwuchsbestdnde an Obstgehélzen in Baumschulen 
in Bayern: J. ErcHtncer. Das Nutzvieh in Bayern Ende 1954: J. Bucx. Die Opfer des 
Strassenverkehrs im Jahre 1953: J. Lerener. Die Vergabe von bewirtschaftetem Wohnraum in 
Bayern: F. ENGEL. 

Vou. 9, No. 4, Aprit 1955. Die Einwohnerkarteien der bayerischen Gemeinden: F. FRiscHHO1Lz. 
Die Bevilkerungsbilanz Bayerns im Jahre 1954: W. Mater. Der Gemiiseanbau in Bayern 
1955: J. E1rcutncer. Der bayerische Heil- und Gewiirzpflanzenanbau 1954: F. HELxer. 
Der Weinbau in Bayern: J. Raas. Warenverkehr Bayerns mit West-Berlin im Jahre 1954: 
J. Lerner. Die Erwerbstatigkeit der Frauen in Bayern; W. Mater. Der Léhne der Forst- 
arbeiter in Bayern: K. PECHARTSCHECK. 

Vou. 9, No. 5, May 1955. Wohnsitz und Arbeitsort der bayerischen Berufstatigen: F. FRisHHouz. 
Anbauplanung und Anbauverwirklichung 1954/55 in Bayern: J. Raas. Die elektrotechnische 
Industrie in Bayern: G. Bucuert. Die Lage der bayerischen Wirtschaft zu Beginn des 
Friihjahrs 1955: L. Lerpericu. Kraftfahrzeugexport Bayerns im Jahre 1954: J. LEIPNER. 
Regionale Struktur des bayerischen Fremdenverkehrs: J. LEIPNER, as Personal der bayerischen 
Gebietskérperschaften: R. ScuneErDeER. Der Wohnungsbau in Bayern: K. PECHARTSCHECK 
and F. ENcEt. Opern auf den bayerischen Biihnen in der Nachkriegszeit: H. LOHBAUER. 


Europa Archiv 


Vou. 10, No. 7, Aprit 1955. Aufgaben und Methoden zeitgeschichtlicher Forschung: P. KLuKe. 
Aktuelle Probleme der wirtschaftlichen Entwicklung in Italien: O. D’ALAURO. 

Vor. 10, No. 8, Apriz 1955. Das Schicksal Triests: Seine Bedeutung und Stellung in 
Vergangenheit und Gegenwart: L. Tonéié-Soriyj. 

Vor. 10, No. 9, May 1955. Probleme der Wiederherstellung einer deutschen Staatsgewalt: 
Vorbemerkung der Schriftleitung ; Die Wiederherstellung einer vorléufigen deutschen Staatsgewalt 
in den Erérterungen zwischen Ost und West seit 1945: H.R. Kuz. 

Vor. 10, No. 10, May 1955. Zum vilkerrechtlichen und staatsrechtlichen Stand Siidwestafrikas: 
H. Stueset. Der Vanoni-Plan: H. MANNEL. 

Vor, 10, No. 11-12, June 1955. Europa 1955—Elemente einer Zwischenbilanz. Die inter- 
nationale Lage vor neuen Viermdchte-Verhandlungen: B. H. M. Viexxe. Der europédische 
Sicherheitspakt—ein Schritt zur ar em | im Ost-West-Konflikt und zur Wiedervereinigung 
Deutschlands: E. MENzEL. Die Neutralitat der Schweiz und der Europarat: M. PETITPIERRE. 

Neubeginn und Kontinuitat der Europapolitik seit 1945: W. Corntves. 
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Aussenwirtschaft 


Vor. 10, No. 1, Marcu 1955. Betrachtungen zur Aussenwirtschaftspolitik: H. BACHMANN 
and A. BossHARDT. Gedanken iiber die Konvertibilitat: N. KOstTNER. Die Verwertung der 
Uberschiisse von landwirtschaftlichen Erzeugnissen: G. Buav. 

Vor. 10, No. 2, June 1955. Betrachtungen zur Aussenwirtschaftspolitik: H. BACHMANN, A. 
BossHARDT and F. Lirotr. Die Europdische Nachkriegskonjunktur: H. Bout. Die Inter- 
vention der Bank von England auf den Markten fiir transferfahige Pfunde: F. Liroir. Aus der 
Tatigkeit des Schweizerischen Instituts fiir Aussenwirtschafts- und Marktforschung im Jahre 1954: 
W. Hus. 

Statistische Vierteljahresschrift 

Vor. VII, No. 3-4, 1954. Unregelmdssige Einfliisse auf den Altersaufbau einer Bevilkerung: 
W. WINKLER. Um den Sundbdrgschen Irrtum: W. Winker. Das zeitliche Moment bei 
der Fertigungsiiberwachung: J. Pranzaci. Kontrollkarten bei Fertigungen mit Gang: J. 


PranzAGL. Die Entwicklung der technischen Statistik im deutschen Eisenhiittenwesen: R. 
WarTMANN. Faktorielle Kostenrechnung: A. ADAM. 


Monatsberichte des Osterreichischen Institutes fiir Wirtschaftsforschung 


Vor. XXVIII, No. 3, Marcu 1955. Die wirtschaftliche Lage in Osterreich. Investitionen im 
Fremdenverkehr. _Osterreichs Handelsverkehr mit Westdeutschland. ’ . 

Vor. XXVIII, No. 4, Apri 1955. Die wirtschaftliche Lage in Osterreich. Osterreichs 
Handelsverkehr mit Italien. Zur Stabilisierung des Schweinepreises. 


Skandinaviska Banken Quarterly Review 


Vor. 36, No. 2, Apriz 1955. Predictability in Economics: P. Jacossson. Some Reflections 
on a Common Scandinavian Market: C. G. Wipeti. Economic Development and Economic 
Policy in Denmark: E. IvERsEN. 


De Economist 


Vor. 102, No. 4, Apri, 1955. Ervaringen met de monopoliewetgeving in Engeland: J. R. 
ZuiwEMA. Monetair evenwicht in een dynamische volkshuishouding: II: E. GoepHaRT. 
Economische en sociale kroniek: W.J.v.D. WOESTIJNE. Indonesische kroniek: E. F. SCHEFFER. 

Vor. 102, No. 5, May 1955. Over de kwantitatieve betekenis van duurzame consumptiegoederen : 
H. MoerMAN. De economische toekomst van China: W. Brann. 


Economia Internazionale 


Vor. VITI, No. 2, May 1955. Die wirtschaftlichen Aspekte der Konvertibilitat: K. ALBRECHT. 
A propos de la convertibilité: le conflit des données et des interprétations: P. DiETERLEN. Con- 
ditions for Convertibility: C. GoEDHART. Probleme des Ueberganges zur Wahrungskonverti- 
bilitat: E. Kine. 

Review of the Economic Conditions in Italy 


Vor. IX, No. 2, Marcu 1955. Rates of Interest in Some Countries: E. Bresciant TURRONI. 
Recent Wage Structure and Cost of Labour Changes in Italy: E, VANNUTELLI. The Italian 
Mountains: A, MERENDI. 


Critica Economica 
No. 2, Apriz. 1955, Sul Piano Vanoni: S. Steve. Sul Piano Vanoni: P. JANNACCONE. 
Piano Vanoni: A. PEsENTI. Prospettive e proposte per la rinascita del Mezgogiorno: G. 
CHIAROMONTE. Situazione delle attivitd industriali in Sardegna: G. Are. Le prospettive 


dell’economia triestina: U. Sajovirz. Le possibilita del sottosuolo italiano per la ricerca dei 
minerali uraniferi: G. ARDUINO. 


Italian Affairs 


Vor. IV, No. 2-3, Marcu—May 1955. The ‘‘ Vanoni Plan.’’ The Economic Balance Sheet 
for 1954. The South Italian Development Fund. The Activity of the INA-CASA Housing 


Program. The Labor Force in Italy. Employment in Italy. Chemical Industry. Optical 
Mechanical Precision Industries. Rice Production in Italy. 
L’ Industria 


No. 1, 1955. Quando un problema di politica economica é risolubile?: O. MORGENSTERN. 
Sulla teoria del moltiplicatore: E. Linpanv. Sulla teoria della politica economica: J. Tin- 
BERGEN. Verifica e revisione del modello economico di Colin Clark: A. PREDETTI. 
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Boletin de Estudios Economicos 


VoL. X, No. 34, January 1955. Reforma de la Contribucién sobre las Utilidades: I. A, 
Francia. Efectos Econdémicos de las Recientes Reformas Fiscales: J. L. Urguio. Ig 
Contribucién general sobre la Renta: P. R. Sanactn. Jurisprudencia Fiscal: J. A. SANCHEz- 
ASIAIN. 


Revista de Economia 
Vout. VII, No. 4, DecemBer 1954. A mobilizatao dos capitais nas estruturas subdesenvolvidas : 
A. Ramos PERIERA. 
Economic Bulletin of the National Bank of Egypt 


Vou. VIII, No. 1, 1955. Reflections on Land Reform. Consumption as a Chapter of Economics, 
Observations on Inflation. Land Reform in Italy: G. MeEpict. 


Moneda y Credito 


No. 52, Marcu 1955. Los origenes del endoso de letras de cambio en Espaiia: H. Laperynre, 
Algunos aspectos del fomento econémico de los paises insuficientemente desarrollados: A. G. 
OrBanEJA. La Comunidad Europea del Carbén y del Acero: F. Bozzano. 





Osaka Economic Papers 


Vou. III, No. 1, Decemper 1954. Two Consumption Functions: Static and Dynamic: Y, 
Takata. Economic and Social Development of Osaka: M. Mrtyamoto. On Uniformity and 
Continuity Conditions in the Theory of Consumer’s Choice: L. YOKOYAMA. A Note on the 
Trade Cycles and International Trade: T. WATANABE. 


Kyoto University Economic Review 


Voi. XXIV, No. 1, Aprit 1954. rege wag of Local Finance: M. KamsBe. Japan's 
Balance of International Payments in the Early Meiji Period: Z. Hore. A Tentative Non- 
linear Theory of Economic Fluctuations in the Purely Competitive Economic System, II: 
S. Icumura. 


The Economic Review (in Japanese) 
Vor. 6, No. 1, JANUARY 1955. Wage Promotion in Relation to Capital Formation: M. Hisatake. 
On Malthus’ Circulationism: K. Asope. Laws of Returns, Monopoly, Income Distribution, and 
Economic Growth: S. Fuytno. 


Statistikai Szemle (Hungarian text) 


Marcu 1955. For the Execution of the March 1955 Resolution of the Workers’ Party. The Develop- 
ment of Internal Trade Turnover from June 1953 to December 1954: G. TATAR and M. Zarir. 
The National Statistical Office in 1948-9: Z. TrdécsAnyt. Research into the Economics of 
Freight Transport: L. Kusinyt and I. PAtvéic1. On the Work and Functions of Heads of 
Local Statistical Offices: 1. PAtos. 

Aprit 1955. The Tenth Anniversary of the Liberation. Some Questions on the Development and 
Organisation of the Building Industry: J. TAR. The Movement of Death Rates in Hungary: 
P. Demény. Some Problems in Planning Materials Supply. 

May 1955. The Immortal Lenin: A. Mépv. On Excess Stocks of Finished Goods: M. Somocyi. 
An Examination of the Increase in Road Building Costs: G. Bartauirs. The Effects of the 
a lification of Statistics: I. PAtos. Some Questions on Productivity Variations in Industry: 

. PRIGLY. 


Voprosy Ekonomiki (Russian text) 


No. 2, 1955. The Soviet Economy on a New Upswing. Economic Problems of Livestock Breeding: 
V. Nemcuinov. Index of Labour Productivity in Industry: G. BAKLANov. Ways of Raising 
Labour Productivity in Forestry: A. ZHevupKov. The Socialist Industrialisation of China: 
A. GotusKov. Progressive U.S. Economists in the Struggle against the Ideology of Militarism 
and Reaction: N. Dmrrriev. Some Aspects of the Basic Economic Law of Imperialism: L. 
MENDELSON. The Expropriation of Small and Medium Farmers and the Concentration of Agn- 
cultural Production in the U.S.A.: E. SOLLERTINSKAYA. The Social and Economic Opinions 
of V. G. Belinsky: A. Krivosoxkov. 

No. 3, 1955. The Leading Réle of Heavy Industry in the Building of Communism. Social Owner 
ship of Productive Funds—the Basis of Socialist Productive Relations: A. KOsHELEV. 

Finance and Credit System in the Struggle for Fulfilment of the Five Five-year Plan: K. PLOTNIKOV. 
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The Réle of Consumer Co-operatives in the Development of Trade Relations between Town and 
Country: M. Lirrrs. Ten Years of Economic Development in Hungary: A. KaBLUCHKO. 
The Economic and Cultural Development of Albania: S. KoreKa. Socialist Accumulation in 
the U.S.S.R.: K. SHAFIEV. 

No. 4, 1955. V. I. Lenin—The Great Leader and Theoretician of the Working Class: A. 
Kuznetsov. V. JI. Lenin—Commodity Production in the Transitional Period Between Socialism 
and Communism: M. Maxarova. _V. I. Lenin—The Creator of the Marxist Theory of Im- 
perialism: A. Leontiev. Lenin’s Plan for Co-operatives—The Theoretical Basis for the De- 
velopment of Socialist Agriculture: M.Gamayunov. Raising the Productivity of Social Labour 
under Socialism: P. KuHromov. Questions of Studying Ways to Raise Labour Productivity in 
U.S.S.R. Industry: E. Manevicu. On Reserves for Increasing the Production of Ferrous 
Metals in the U.S.S.R.: I. Pasko and S. Kuemnman. Ways to Raise Labour Productivity in 
the Coal Industry: G. Baxutev. The Aid Programme to Underdeveloped Countries—A Cover 
for Colonialist Expansion by American Imperialism: V. Rymatov. Heavy Industry—the Basic 
Economic Power of the U.S.S.R.: I. MAEvsky. 

No. 5, 1955. Dectsively Improve Scientific Work in Agricultural Economics. The World Historical 
Victory of the Soviet People in the Second World War: S. Manxov and I. Punanov. Ways to 
Raise Labour Productivity in Engineering: K. Kutmenxo. The Condition of the Working Class 
in Russia on the Eve of the 1905 Revolution: K. Pazuitnov.  Statistics—a Powerful Tool of 
Economic Analysis: S. Gurevicu. The Expansion of the Maize Area—the Most Important 
Reserve for Increasing the Gross Crop of Grain: B. Vatutin. Important Resources for the 
Strengthening of the Collective Farm Economy: A. ArEpev. Economic Successes of Czechoslovakia : 
N. Pusenxov. The Revival of Monopoly Capital in Western Germany: E. Kaun. The 
Industrial Production of the U.S.A. in the Service of the Armaments Race: A. BAKUMENKO. 
The War Bases of the U.S.A.—A Threat to Peace: 1. GuaGotev. The Sixth Co-ordination 
Conference on Problems of Economic Science: V.B. Conference on the Economics and Organisation 
of Agriculture: O. ALEKSANDROV. 


Planovoe Khozyaistvo (Russian text) 


No. 2, 1955. V. JI. Lenin—the Great Founder and Wise Leader of the Communist Party and the 
Soviet State. A Fighting Programme for the Mighty Upsurge of Agriculture and Stockbreeding. 
V. I. Lenin on the Material—Productive Base of Socialism: 1.GuapKov. The State Budget of the 
Concluding Year of the Fifth Five-year Plan: A. Zverev. Heavy Industry—the Foundation of 
Soviet State Power and of the People’s Weal: P. IvANov. Improve the Elaboration of Advanced 
Technical Norms and the Utilisation of Productive Capacity in Ferrous Metallurgy. Overcome the 
Lag in Mine Sinking: G. Surmito. The Militarisation and Growth of Contradictions in the 
U.S.A. Economy: S. Vycopsxy. 


Finansy S.S.S.R. (Russian text) 


No. 2, 1955. The Budget of the Soviet State for 1955. The Concept and Meaning of the Finance 
of Enterprise and Branches of the National Economy: K. Larionov. The Further Development 
of Industrial Co-operatives and the Tasks of the Financial System: F. Uryuptn. All State 
Farms Must Work Profitably: I. PRoxusuxin. Establish Efficient Control Over Expenditure on 
Wages in Budget Agencies: V. MeNcuINsKy. Carefully Spend the Wage Fund in Building: 
A. FERBERG.. The Correct Organisation of Work is the Basis for a Successful Development of 
State Insurance: V. BarRanov. Analysis of the Fulfilment of the Basic Index-numbers of the 
Plan for Supply and Sales Agencies: P. Besnuxiku. The Increase of Monopoly Profits in the 
U.S.A.: N. VEYTSMAN. 


Dengi I Kredit (Russian text) 


No. 1, 1955. According to the Legacy of Lenin. Monetary Circulation and the U.S.S.R. Budget : 
I, Stavny. Price Formation in U.S.S.R. Industry: D. KonprasHev. The National Bank 
of Bulgaria and its Réle in the Building of Socialism: A. Mecuxarov. Tasks of Trade Union 
Organisations Among Financial and Bank Officials: F. GuLYAEv. 

No. 2, 1955. The Budget of the Socialist State. Improve the Work of State Bank Staff: M. 
SresHNikov. Tasks of the State Bank in the Analysis of the Annual Accounts of Economic 
Organisations for 1954: P. Nosko. Twenty-five Years Since the Credit Reform: M. ATLas. 
Innovations in Operating Procedures and Accounting in the State Bank: 1. SKOBELKIN. 

No. 3, 1955. Assist the Further Development of Agriculture by Credits. Accounts by Inspection in 
Branches of Heavy Industry: M.Frontaseva. For a Further Control over Valuable Material 
Stocks: K. KartasHeva. Credit Finance to Industrial Enterprises on the Basis of Turnover 
Gives Positive Results: 1. Nosovitsky. The Analysis of Production Costs: 1. SHOLOMOVICH. 

The Credit Expansion of the U.S.A. in Japan: A, DiNKEvVICH. 
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Planované Hospoddtsivi (Czech text) 


No. 2, 1955. The Disposition of Industry in Czechoslovakia: O. ZureK and M. Batiex. 
On the New Czech Edition of Marx’s Capital Volume IT: O. Rotu. On the Importance and 
Method of Computing the Gross Value of Agricultural Output: O,TureKx. The Plan of Technical- 
Organisational Measures—a Fundamental Link in the Technical-Financial Plan: V. Sma, 


How Analysis of Plan Fulfilment Helps the Work of Producer Co-operatives: J. MALY. 
No. 3, 1955. For a Further Improvement in Czechoslovak Engineering: R. FRANK. 


Wages in Czechoslovakia: J. Hron. 


No. 4, 1955. Ten Years of Development in the Czechoslovak Economy. Problems of Regional 
Planning in Czechoslovakia: K. Martinxa, The Tasks of Czechoslovak Consumer Co-operatives 
in Strengthening the Links between Town and Country: A. JoNAK. Further Improve the Planning 
of Construction: O. Strpor and V. KustSta. The Principles and Organisation of National 
Economic Planning in Czechoslovakia: J. ToMAN and B. Tomex. The Integrated Financial 


Plan and its Réle in the Finance of Planning: Z. Zima. 


Gospodarka Planowa (Polish text) 


No. 2, 1955. For a More Rapid Development of Technique and Attainment of the 1955 Technolo 
Plans: J. KoptXsxt. Some Problems of Technical Progress in the Food Industry: 


Ramotowsk!. For Making Better Use of Synthetic Fibres: T. JuSktewicz. Ways to Utilise 
Waste Materials in Industry: S. Wtatrrowskt. On Computing the Execution of the Gross 
Production Plan in Engineering: L. ZautEczny. Scope for Increasing the Productivity of 
Forests and the Extent of Afforestation by the Creation of a Regional Forest Economy: E. Wtgcxo. 
Let Us Improve Co-operation of Foreign Trade Agencies with Producers: H. LipczyNski. Ex- 
perience in Supply Analysis in the Ministry of Shipping: A. SzczuKa. <A Contribution to the Dis- 


cussion on the Financial Practice of Machine-—Tractor Stations: Z. PARAzINsKI and M. Suszex. 
The Scope of Control over M.T.S.: E. Stuprerowicz. What Hinders the Work of M.T.S.: 


af Giowka. The Scientific Base of Planning the National Economy: G. Soroxin. Th 
lo: 


ughing-up of Fallow Land in the People’s Democracies: J. W. 

No. 3, 1955. Our Economic Tasks for 1955. Present Day Problems of Mechanisation in Coal- 
Mining: 1. BirautH. The Situation Concerning Production Costs in the Building Materials 
Industry: T. Grapowski and J. Stwiec. Possibilities of Lowering Planned Costs in Freight 
Transport: K. Swistun. For a More Rapid Development of the Machine Tool Industry; J. 
Frackiewicz. A More Rational Use of Reserves of Materials in Small Industry: P. ZEvicxi. 


State Farm Planning Should be Deeper and More Flexible: 8S. Txaczow. The Problem of 
Internal Clearing in a nag of State Farms: R. MANTEUFFEL and S. Maney. Ways of 


Development for Maritime Transport in Polish Foreign Trade: 1. TARsKI. 

No. 4, 1955. The Main Development Problems of Coal Mining in the Five-year Plan: T. 
MuszxreT. On Reserves in the Exploitation of Resources in the Building Materials Industry: 
T. Borkowski. On the Need for Defining Some of the Economic Terms in Economic Clearing in 
Building: J. KoutpiXskt. The Maximum Economy of Coal—an Important Task of the Plan 
for 1955: L. Postrustax. The Problems of Planning and Realising Costs in State Farms: 
N. Kuzmitski. The Correct Balance of Bread Grains and its Significance: E. Lenc. On the 
Eve of the Bandung Conference: J. WERNER. Ten Years of Industrial Development in People’s 
Poland: A. KarpiNsxt. The Development of Departmental Research Institutes in the Ten Years 
of People’s Poland: J. Hauwic. 

No. 5, 1955. The Improvement of Economic Work—the Key Problem of Planning: M. RAKOWSKI. 
Some Problems of Elaborating Annual Plans in Central Managements and Enterprises: J. RAWLUK. 
The Problem of Rationalising Railway Goods Transport: S. Mroczex. Some Problems of 
Exploiting Productive Capacities in Ferrous Metallurgy: J. ZALEwskt and A, Wotowstki. 
Comparable and Unchanged Prices in Building: J. Stepissxt. The Quality of Production and 
Production Costs in the Artificial Fibres Industry: M. Zajac. On the Ways of Mobilising 
Labour in the Struggle for Lowering Production Costs in the Chemical Industry: T. Wrxtor. 
Improve the Efficiency of Organisation and Lower the Costs of Subsidiary Production: L. 
ZaBkowicz. Trends in the Management of Producer Co-operatives: M. STREMSKI. 
Achievements of the People’s Democracies in the Field of Public Health, Education and Culture: 
J. WeRNER. Exacerbation of the Contradictions Between the Latin American Bourgeoisie and 
North American Imperialism: 1. Sacus. 


Planovo Stopanstvo (Bulgarian text) 


No. 2, 1955. For Further Successes in the Struggle for Higher Agricultural Production. The Needs 
of the National Economy for Wood Pulp and the Potential for Satisfying Them: B. PetKov and 
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Reserves for a 
Rise in Building Productivity: M. Picx. Decentralisation of Planning Local Enterprises: K,. 
DvorAx. Discord between French and German Imperialism: P, Notrot. On the Importance 
and Method of Calculating the Gross Output of Agriculture: O, Turex. The Organisation of 
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Ku. VucHovsky. Some Questions of Our House Building: B. Borr and S. Miapinov. 
Work by the Cyclic Graph Method—the Basis for Raising Labour Productivity in Coal-mining : 
B. MecHKov. Raising the Qualifications of Workers in Industry: T. Arvamov. On the 
Discussion in the U.S.S.R. of the Theory of Money Under Socialism: D. Tosnev. Planning 
Finance: A. Ducinov. The Economy of Turkey and the Situation of the Working Masses: 
L. ENCHEV. 


Izvestia Na Vishia Finansovo-Stopanski Institut (Bulgarian text) 


Vor. VII, No. 4. Towards a Serious Study of the Economy of a Socialist Enterprise: S. STANER 
and T. Totev. For Better Control of Trade Enterprises: V.Pavitov. The Computation of 
Costs in Packing Preserved Foods: Yu. DoncHEv. The Organisation of Work in Local Insurance 
Offices: M. Petrov. Improving Technique and Strengthening Control by Means of the Accept- 
ance-Cash System of Payment: M. Rusenov and L. Ratcuev. The New Model Contract 
Between Machine-Tractor Stations and Collective Farms: S. OBRETENOV. 


Izgvestia Na Ikonomicheskia Institut (Bulgarian text, French summaries) 


No. 1-2, 1954. A Significant and Rapid Amelioration in the Material and Cultural Welfare of the 
Workers—the Chief Aim of the Second Five-year Plan. A Contribution to the Study of the Primitive 
Accumulation of Capital in Bulgaria: Zu. Natan. The Basic Economic Law of Contemporary 
Capitalism and the Average Rate of Profit: T. VuapicERov. <A Contribution to the Study of 
State Capitalism and the Titoist Defence of Capitalism: E. Kamenov. Inflation as a Means of 
Realising Maximum Profits and the Most Recent American Defence of Inflation: J. Kucuinsxy. 
The Rationalisation of Labour (the Superiority of Socialist over Capitalist Rationalisation): I. 
YanuLov. Problems of the Statistical Analysis of Rural Labour Productivity Under Socialism: 
N. Naumov. Bulgarian Foreign Trade on the Eve of and During the Second World War: 
V. DYADKIN. p= aac Fisheries: YA. KaBayvansky. The Problem of the Danube and 
Navigation Thereon: D. Kauinov. 

No. 3-4, 1954. Ten Years of Socialist Construction. The Sixth Congress of the Bulgarian Com- 
munist Party and the Future Development of the Rural Economy: V.Toporov. The Powerful 
- meted of the Bulgarian Economy: T. PotyaKxov. Future Tasks of Bulgarian Domestic 

rade: D. TosHev. Labour Remuneration in Retail Trade: A. Lyutov. Retail Overheads 
in the Sofia ‘* Narmag”’ and Possibilities for Reducing Them: A. ZAKHARIEV. Industrial 
Fluctuations in Capitalist Bulgaria: L. Berov. The Fiscal Policy of Bulgaria and Its Aims 
Concerning Agriculture: S. Vasttrev. Rumania on the Road of Constant Progress: P. NEICHEV. 
Ec ic Problems in the Popular Democracies: M. Kazanpzutev. The Stabilisation of the 
Lev and State Loans Since 1944: R. CGHusriev. Vegetable and Fruit Deliveries to Sofia During 
1948-52: A. PopstoyANov. Symptoms of Crisis in the U.S. Economy: A. KuRIsTOFOROV. 


Probleme Economic (Rumanian text) 


No. 12, 1954. For an Uninterrupted Rise in Industrial Labour Productivity. The Réle of the 
Masses in Building Socialism in Rumania: V. Dinu. The Scientific Bases of the Party’s Policy 
in the Economic Sphere: Z.Brincu. The Importance of Socialist Industrialisation in the National 
Economic Development of Rumania: A. Popper. The Importance of Soviet Aid in Developing 
the Oil Industry: D. Nicotescu and N. Popgescu. The People’s lic of Poland on the 
Road of Socialist Construction: S. Gioca. The Organisation of State Planning in the Rumanian 
Economy: V..RaussER. Aspects of the Economic Crisis in the U.S.A.: L. Tonxscu. 

No. 1, 1955. For a Systematic Reduction of Costs in Production. V. I. Lenin on the Laws of the 
Development of Capitulism in Agriculture: M. Dutra. The National Economic Balance—as a 
Tool of Socialist Planning: S. Srrumiyin. Extended Reproduction in the Socialist Sector of 
Agriculture: O. ParpatA. The Effects of New Technology on the Rise of Labour Productivity 
and the Reduction of Costs in Rumanian Industry: L. Marcovict. The People’s Republic of 
China on the Road to Socialist Industrialisation: F. Duca. Some Observations on the Methodology 
of Calculating Labour Productivity in Industry: V. Yonescu. 

No. 2, 1955. A New Stage in the Development of Socialist Trade. To Each According to his 
Work in the Socialist Sector of the National Economy: I. MunTEANU and P. CopPELovict. 
Some Aspects of the Use of Economic Laws in the Sphere of Cost Accounting: D. Marin. Some 
Problems in Constructing the National Economic Balance: P. Mosxvin. The Tasks of Heavy 
Industry in Increasing the Production of Consumer Goods: V. Nicotar. Lessons on the All- 
union Agricultural Exhibition in Moscow: G. Tonescu-Stsest1. The Nature of the Economic 
a of Socialism: Gu. Baprus. The Colonial Yoke of French Imperialism in North Africa: 

. ILEscu. 

No. 3, 1955. The Conference of Leading Workers in Agriculture: Gu. Gueorcuiv-Dgj. 
The Development of Heavy Industry, the Base of Economic Successes of the Countries of the Socialist 
Camp. Some Aspects of the Operation of the Fundamental Economic Law of Socialism: B. 

No. 259.—VOL. LXv. ; PP 
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ZAHARESCU. On Methods of Disclosing Internal Reserves of Working Time in Industrial Enter. 
prises: I. Kecxts and E. Kerexes. The Significance of the 1945 Agrarian Reform in the De- 
velopment of Our Agriculture: CG. Murcrscu. On Various Forms of Agricultural Co-operatives: 
D. Dumrrriu. The Distribution of Consumer Goods in Socialist Trade: Gu. FETEANU. On 
the Disintegration of the United World Market and the Aggravation of Contradictions between 
Capital States: I. Apam. Social Ownership of the Means of Production—the Basis of the 
Relations of Socialist Production: Gu. PLotesrEANu. The E.P.U. and the ‘* Liberalisation” of 
West European Trade: V. Lupv. 

No. 4, 1955. V. I. Lenin—the Coryphaeus of Economics. On Lenin’s ‘‘ Preliminary Outline 
of a Thesis on National and Colonial Problems”: V. Varca. The Réle of Heavy Indusiry 
in the Construction of a Material Basis of Socialism in Rumania: V. Dirrru. The Marxist 
Theory of Rent: I. Racumutu. The Reduction of Production Costs—an Important Task for 
Artisan Co-operatives: L. Cztko and I. Cristu. The Importance of the Contractual System in 
Increasing the Yield of Technical and Other Crops: F. Constantinescu and A. StROE. The 
Export of Capital from the U.S.A.—a Way of Seizing Raw Material Resources: T. SATEzs, 
The National Income Under Capitalism: Z. Brincu. The Progress of Heavy Industry in 
Czechoslovakia: E. ANGHEL. 





NEW BOOKS 


British 


The Accountability of Public Corporations. The Administrative Staff College, Course 
Pp : paper. Henley-on-Thames: The Administrative Staff College, 1955. 9”. 


[This is one of a series of documents prepared by the Administrative Staff College to summarise 
information needed for the discussion of certain subjects. It describes the powers exercised by 
Ministers and by Parliament in respect of the various public corporations and discusses briefly the 
arguments that hae been advanced for and against enlarging these powers. ] 


BersHaw (C.S.). In Search of Wealth. A study of the emergence of commercial 
operations in the Melanesian society of South-eastern Papua. American Anthropological 
Association Memoir No. 80. Vancouver: University of British Columbia, 1955. 9”. 
Pp. 84. $2. 

The author’s findings on the social organisation of commercial activities in the islands studied 
1 him to emphasise the unwisdom of assessing economic development and success in terms of 
western culturai values, which are themselves often not explicitly stated or even understood. He 
dissents from the view often put forward or implied that all the respects in which the values and 
traditions of economically backward countries differ from our own are necessarily an impediment 
to economic progress. Such a view often arises from too narrow a conception of what constitutes 
economic progress, and it may not be true even on a narrow definition. In particular the author 
believes that the close kinship ties that characterise the area he studied assist rather than obstruct 
the growth of commercial enterprise, at least at the present stage of development. ] 


BERLE (A. A.). The Twentieth-century Capitalist Revolution. London: Macmillan, 
1955. 73”. Pp. 157. 8s. 6d. 


[To be reviewed.] 


Doss (M.). On Economic Theory and Socialism. Collected Papers. London: 
Routledge & Kegan Paul, 1955. 9”. Pp. v + 293. 2ls. 


[To be reviewed.] 


FEDERATION OF BritisH INDusTRIES. Restrictive Business Practices and the Public 
Interest. London: Federation of British Industries, 1955. 84. Pp. 16. Is. 3d. 


[The purpose of this publication is stated in its foreword to be to emphasise that it is unwise to 
try either to justify or to consider restrictive business practices in general terms. The text of the 
statement, however, consists almost entirely of a recital of the arguments in favour of the various 
types of restrictive practice. Many of these arguments have a good deal of force. But the one- 
sidedness of the case presented and the indiscriminate jostling together of good arguments and bad 
makes this rather a Ecpeeuinn document to emanate from so influential a source.] 
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1955] 


Fercus (A. F.). 
1955. 84”. Pp. 251. 

[This is an exposition of the principles and practice of bank lending written from the point of 
view of the branch manager. A large part of the book is taken up by discussions of the various 
kinds of security that a bank may be offered for an advance and the procedure to be followed to 
make sure the bank has an adequate claim over them.] 


Practical Branch Bank Lending. London: Europa Publications, 
18s. 


Finserc (H. P.R.). Roman and Saxon Withington. A study in continuity. Univer- 
sity College of Leicester, Department of English Local History, Occasional Paper No. 8. 
Leicester: University College of Leicester, 1955. 10”. Pp. 40. 6s. 


The purpose of this interesting and well-argued essay is to use modern techniques of detailed 
weal history to cast light on the old debate between Seebohm and his critics, chiefly Maitland and 
Vinogradoff, about the extent to which Romano-British agrarian institutions survived the Saxon 
conquest. Mr. Finberg’s study relates to the village of Withington in Gloucestershire. The 
evidence that he finds militates fairly strongly against the thesis of Maitland that the Saxon 
invasion meant a complete break with the past and the establishment of an agrarian system in 
which free peasant proprietors were a principal element. Mr. Finberg emphasises that what is 
true of Gloucestershire is not necessarily true of other areas, but he suggests that some stronger 
evidence is needed than has been so far forthcoming to justify the hypothesis of complete dis- 
continuity. ‘“‘ Is it really plausible to sweep away the servile population of the villa-estate and put 
in their place ‘ a large mass of free peasants,’ only to finish up with a tenantry as servile as before? ”’ 
The disappearance of pre-Anglo-Saxon place names has always been one of the chief arguments of 
Maitland and his school, and Mr. Finberg puts forward a possible alternative explanation for this. ] 


Focarty (M. P.). Economic Control. London: Routledge & Kegan Paul, 1955. 
w. Pp. 324. 2s. 


[To be reviewed. ] 


FrasER DARLING (F.) (Ed.). West Highland Survey. An essay in human ecology. 
London: Oxford University Press, 1955. 10”. Pp. v + 438. 30s. 


[To be reviewed.] 


HapriEtp (C.). The Canals of Southern England. London: Phoenix House, 1955. 
84”. Pp. 383. 36s. 


[Mr. Hadfield’s previous book, British Canals, was reviewed by Professor T. S. Ashton in the 
Economic JOURNAL of June 1951, p. 409. The present sequel contains a detailed history of each 
of the canals and river navigations in the area south of the Thames, the Thames and Severn Canal, 
and the Gloucester and Berkeley Canal to Gloucester. Mr. Hadfield traces the history of these 
waterways from the earliest times up to the present day, but the greater part of his book is naturally 
devoted to the half-century between the great canal mania of the 1790s and the advent of the rail- 
ways. His narrative is derived chiefly from the original records of the canals. It contains a wealth 
of information not merely for the enthusiast for local history but also for the student of British 
economic development. Mr. Hadfield does not recapitulate the conclusions of his previous book, 
and he leaves the reader to draw his own generalisations on many of the principal issues. Much 
can, however, be learnt from his pages about such aspects of transport history as entrepreneurship, 
supply of capital, types of goods carried and the contest between canals and railways.]} 


Hoosen (L.). Chance and Choice by Cardpack and Chessboard. An introduction to 
Poe _ practice by visual aids. Volume II. London: Parish, 1955. 104’. 
. 917. Ss. 


[To be reviewed. ] 


Humivum (J.). Atlas of Economic Geography. London: Meiklejohn, 1955. 104”. 
Pp. 12 of text; Pp. 127 of maps. 15s. 


[This is a new edition of an atlas that previously appeared in a different form incorporating 
both text and maps. In the present edition the text is to appear in a separate volume, not yet 
available in English. There are 127 principal maps, mostly of the world, showing production and 
trade in different commodities, and on each page the principal map is accompanied by supple- 
mentary maps showing similar particulars on a larger scale for Europe and for whatever eer areas 
are especially important for the commodity in question.] 
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Iversic (A. R.). Government Finance and Fiscal Policy in Post-war Britain, 
London: Staples, 1955. 9’. Pp. 278. 25s. 


[To be reviewed.] 


INTERNATIONAL ASSOCIATION FOR RESEARCH IN INCOME AND WEALTH. Bibliography on 
Income and Wealth, Volume V, 1952. Edited by Phyllis Deane. Cambridge: Bowes & 
Bowes, 1955. 10”. Pp. 80. 37s. 6d. 

[The present issue of this well known and extremely useful compilation appears considerably 
less than a year after its predecessor in the series. 574 items are listed, classified and indexed, and 
the contents of each are indicated in an accompanying note of ten lines or so.] 


Lamont (W. D.). The Value Judgement. Edinburgh: Edinburgh University Press, 
1955. 9”. Pp. xi+ 335. 25s. 


[To be reviewed.] 


MANDELBAUM (K.). The Industrialization of Backward Areas. Second Edition, 
Oxford University Institute of Statistics, Monograph No. 2. Oxford: Basil Blackwell, 
1955. 9”. Pp.ii+ 111. 15s. 


[The first edition of this book was published in 1945, when the great flood of recent discussion 
of the problems of economic development had hardly begun. It is here reprinted without alteration, 
The author has, however, added an interesting long new preface, in which he considers certain 
issues that have been raised by recent contributions and their bearing on the model built up in 
his book.] 


MeEnpés-FRANCE (P.) and ArpAntT (G.). Economics and Action. London: Heine- 
mann (Paris: UNESCO), 1955. 9”. Pp. 222. 15s. 


[To be reviewed.] 


Mowar (C. L.). Britain between the Wars, 1918-1940. London: Methuen, 1955. 
9”, Pp. v + 694. 30s. 


[To be reviewed. ] 


Newtyn (W. T.) and Rowan (D. C.). Money and Banking in British Colonial 
Africa. A study of the monetary and banking systems of eight British African territories. 
Oxford Studies in African Affairs. London: Oxford University Press, 1954. 9”. 
Pp.v + 301. 30s. 


[To de reviewed. ] 


Pear (T. H.). English Social Differences. London: Allen & Unwin, 1955. 9”. 
Pp. 318. 18s. 


[This fascinating survey of class and allied differences in England has already attracted a good 
deal of attention. Some critics have found fault with Professor Pear for what they conceived to 
be a lack of system in his book and for failing to draw any very clear or startling conclusions from 
the mass of assorted material that he presents. ‘There is perhaps some force in these criticisms, but 
the author could very well reply that the complexity of English social stratification is one of its 
most important features: “‘ brilliant’ generalisations on a subject that exercises an irresistible 
attraction for the coiners of bons mots commonly achieve their effect at the expense of highly mis- 
leading over-simplification. Professor Pear’s opening chapters contain a subtle discussion of the 
difference between the notions of class, stratum and status, and their application to British society. 
He has some cogent criticisms to make of recent transplantations to this country of the notion of 
** socio-economic status ’’—a concept that may be meaningful in the United States, but is of very 
dubious usefulness here. Most of the rest of the book is concerned with the social differences 
manifested in various aspects of British life: speech, food, clothes, education and some others. 
Although in this part of the book the thread of the argument is not always so easy to pick out, the 
author has a great many shrewd observations to make, and the material he has collected will provide 
food for unlimited amounts of discussion and speculation.] 


Prats (S. J.) and HourHakker (H.S.). The Analysis of Family Budgets. With an 
application to two British Surveys conducted in 1937-9 and their detailed results. Depart- 
ment of Applied Economics, University of Cambridge, Monograph No. 4. London: 
Cambridge University Press, 1955. 10”. Pp. xvii + 372. 50s. 


[To be reviewed.] 
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RoruscHiLp (K. W.). The Theory of Wages. Oxford: Basil Blackwell, 1954. 9”. 
Pp. 178. 18s. 


[To be reviewed.] 


SHACKLE (G. L. S.).. Uncertainty in Economics and Other Reflections. London: 
Cambridge University Press, 1955. 9”. Pp. 267. 25s. 


[To be reviewed. ] 


Tuompson (C. H.) and Wooprurr (H. W.). Economic Development in Rhodesia and 
Nyasaland. London: Dennis Dobson, 1955. 9”. Pp. 205. 2ls. 


is is a readable general account of economic conditions and prospects in the three territories 
of the Central African Federation. The authors are writing to an audience of ‘‘ business people 
and to all whose interest in Central Africa has been quickened by the events of 1953” (p.9). They 
provide their readers with a convenient summary of the material that lies in the drier details of 
many Official reports. ] 


ToynBEE (A. and V. M.) (Eds.). Survey of International Affairs, 1939-46. Hitler’s 
Europe. London: Oxford University Press, for the Royal Institute of International 
Affairs, 1954. 10”. Pp. v + 730. 63s. 


[This volume in The Survey of International Affairs 1938-46 deals with events in Germany, 
Italy, France and the other countries of Europe occupied or controlled by Germany at the various 
stages of the war. Rather more than 100 pages out of the total are occupied by discussion of 
economic affairs and policies. Most of this section is contributed by Patricia Harvey.] 


VAN DER VALK (H. M. H. A.). The Economic Future of Canada. Toronto and 
London: McGraw Hill, 1955. 9”. Pp. vii + 206. 35s. 6d. 


[Despite its title, this book is devoted for the greater part of its length to a general description 
of the Soeedion economy and the forces that have shaped its evolution. This description is 
extremely lucid and well arranged, though it is no part of the author’s intention to probe very 
deeply into any of the aspects touched upon. It is encouraging in a book designed for the general 
reader to find the national income and the balance of payments discussed no less fully and com- 

tly than the physical environment of production and trade. Dr. van der Valk has a great 
love for Canada, and he is confident that the next half-century will see an expansion of the Canadian 
economy comparable in pace with the past expansion of the economy of the United States.] 


Indian 


Gupta (M. L.). Problems of Unemployment in India. Jaipur: published by the 
author (c/o The University of Rajputana, Jaipur), 1955. 94”. Pp. 184. 


[This suudy was accepted as a doctoral dissertation in The Netherlands School of Economics, 
Rotterdam. Its three chief parts consist of a factual survey of the various types of unemployment 
in India, an analysis of their causes and a discussion of policies to eliminate unemployment. The 
author finds that the root causes of the trouble are over-population and capital shortage, and his 
5 ae therefore inevitably shades off into the general problems of Indian economic develop- 
ment. 


Income Tax Rates ComparRED. Bombay: Association of Indian Trade and Industry, 
1955. 94’. Pp. 45. 


[This contains a clear and systematic comparison of rates of taxation (including allowances, 
exemptions, etc.) on the incomes of individuals and corporations in India and a number of other 
countries. The structure of the Indian income tax is found to resemble that of the United Kingdom 
more closely than of any other country, at least for incomes about 20,000 rupees. The proportion 
of income paid in tax rises very steeply with rises in incomes, and at the top income levels the rate 
of taxation in India is second only to that in this country. This may be compared with such other 
economically backward countries as Egypt and Brazil, where the maximum rate of income tax is less 

50%. Taxes on the incomes of corporations are also severe in India judged by the standard 
of other countries. The authors argue that the urgent need for productive effort and capital 
accumulation in India makes these high rates of taxation inappropriate. They accordingly suggest 
certain respects in which relief might most usefully be granted. They do not, however, provide any 
very clear indication of possible alternative sources of revenue.] 
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American 


Ausoin (R.). The Bank for Internationai Settlements, 1930-1955. Essays in Inter. 
national Finance, No. 22. Princeton, New Jersey: International Finance Section, 
Princeton University, 1955. 9”. Pp. 38. 

The author of this essay has been for many years General Manager of the Bank for International 
Settlements. He describes the duties that the Bank has undertaken at various stages of its 
existence and assesses the contribution it has made and is capable of making in the future to the 
cause of international monetary co-operation and to the better understanding of problems of 
monetary policy.] 


Brack (J. D.) and the Seminar in Land-use and Conservation of Harvard University. 
Farm and other Operating-unit Land-use Planning. Cambridge, Mass.: Harvard 
University, 1955. 9”. Pp. 119. 


[This report deals with the problems of co-operation between the various agencies in the 
United States that are concerned with rural land-use and soil conservation, ranging from the 
advisory services available to individual farmers to such bodies as the TVA. After discussing 
general probJems of land-use planning and describing the present activities of the different agencies, 
the author concludes by outlining the principles by which integration of effort might be secured,] 


Burns (A. F.). The Frontiers of Economic Knowledge. Princeton, New Jersey: 
Princeton University Press, for the National Bureau of Economic Research (London: 


Geoffrey Cumberlege), 1954. 93”. Pp. vii + 367. 40s. 


[Collections of essays by distinguished economists have been appearing in increasing numbers 
recently, and few will be more welcome or require less apology than this by Wesley Mitchell’s 
successor as Director of Research at the National Bureau. About half of the book is occupied by 
reprints of the essays which Mr. Burns has contributed to the National Bureau’s annual r . 
Most of the other eight articles included deal with some aspect of business-cycle research. Unity 
is given to the volume not merely by the central topic of the business cycle but also by the author's 
characteristically cautious yet incisive tone and approach—sometimes, perhaps, a little on the 
defensive, but invariably scholarly and almost always constructive.] 


CartTTEeR (A. M.). The Redistribution of Income in Postwar Britain. A study of the 
effects of the Central Government fiscal program in 1948-9. New Haven, Connecticut: 
Yale University Press (London: Geoffrey Cumberlege), 1955. 93’. Pp. 242. 40s. 


[To be reviewed. ] 


CuatmerRs (H.). World Trade Policies. The changing panorama, 1920-53, a series 
of contemporary periodic surveys. Berkeley, California: University of California Press 
(London: Cambridge University Press), 1933. 93”. Pp. xxxvii + 546. 56s. 6d. 

[Mr. Chalmers is a senior official of the United States Department of Commerce, For many 
years he has prepared annual reports on developments in the sphere of commercial policy, and 
these he here brings together into a single volume. Comparatively few alterations have been 
made from the original reports and the contemporary tone and tenses have been retained. The 
reports dealing with the earlier years are relatively brief, and are confined chiefly to policies 
pursued by countries other than the United States, so that about two-thirds of the book is devoted 
to the period since 1939.]} 


Cow.es Commission For RESEARCH IN Economics. Report for the Period July 1, 1952- 
June 30, 1954. Chicago: Cowles Commission, 1955. 9”. Pp. 47. 

[The general report is designed so as to make intelligible to readers without econometric training 
the economic significance of the Commission’s various current research activities. This aim is 
skilfully achieved, and the result is an interesting document. The general report is followed by 
detailed particulars of staff publications.] 


Deane (H. A.). The Political Ideas of Harold J. Laski. New York: Columbia Uni- 
versity Press (London: Geoffrey Cumberlege), 1955. 9”. Pp. 370. 45s. 

[This is a development of a doctoral dissertation of Columbia University. The author traces 
the development of Laski’s thinking chronologically from his earliest publications in 1914 up till 
his death in 1950.] 
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Diamonp (S.). The Reputation of the American Businessman. Cambridge, Mass.: 
Harvard University Press (London: Geoffrey Cumberlege), 1955. 94’. Pp. 209, 32s. 


[To be reviewed.] 


FeRBER (R.). Factors Influencing Durable Goods Purchases. Urbana, Illinois: 
Bureau of Economic and Business Research, University of Illinois, 1955. 9”. Pp. 72. 
$1.00. 


[This is based ona comparatively small ——_ survey carried out in Decatur, Illinois, in which 
questions relating to planned and actual purchases of consumer durables were put to the same 
panel of consumers at intervals of about a month over a period of nearly a year. The interest of 
the report is partly the methodological one of showing what can be achieved by this ‘‘ continuous 
consumer panel technique.” The technique is shown to have considerable possibilities, but it 
has at the same time more danger of bias than an ordinary sample survey: the non-response rate 
is likely to be greater, since some consumers who are willing to co-operate at first become bored 
with repeated questioning, and any bias that may result from consumers’ behaviour being influenced 
by their participation in the survey becomes cumulative. Professor Ferber analyses in some detail 
the extent of the bias due to each of these two sources. Many if not most of the conclusions drawn 
from the survey are much as one would expect: the larger the purchase, the more likely it is 
to have been planned in advance; credit is more used for larger purchases than for small ones; 
and so on. Rather more suprising is the finding that the frequency of purchases of durables 
costing less than $25 appears not to vary with income. Interest also attaches to some of the 
findings about the proportion of planned purchases realised. These cast light on the practicability 
of forecasting future purchases on the basis of currently ascertained plans.] 


France (R. R.). Union Decisions in Collective Bargaining. Princeton, New Jersey: 
Industrial Relations Section, Princeton University, 1955. 943’. Pp. 49. $2.00. 


{Interviews with the officers of a number of labour unions provided the basis for this study, 
which is chiefly concerned with the degree of centralisation of union decision-making in the sphere 
of collective bargaining. The first section of the paper deals with the reasons commonly expressed 
by union officers for preferring company-wide bargaining to single-plant bargaining and for not 
pursuing with any enthusiasm the objective of industry-wide bargaining. The next two sections 
are concerned with the relative parts played by local representatives, national representatives and 
the rank and file in arriving at union decisions. In the final section, Professor France discusses 
what difference the degree of centralisation makes to industrial relations as a whole. In certain 
respects at least it appears that the answer is not very much. The union representatives interviewed 
did, however, express strong views on what they felt to be insincere professions by the top manage- 
ment of certain corporations that decision-making on labour relations had been delegated to plant 
managers and so was no longer in their hands, ] 


Gotpsmirn (R. W.). A Study of Saving in the United States. Volume I: Intro- 
duction; Tables of Annual Estimates of Saving, 1897 to 1949. Volume II: Nature and 
Derivation of Annual Estimates of Saving, 1897 to 1949. Princeton, New Jersey: Princeton 
University Press (London: Geoffrey Cumberlege), 1955. 10”. Vol. I: Pp. vii + 1138; 
Vol. II: Pp. vii + 632. 240s. 


[To be reviewed.] 


Gorpon (M. S.). Employment Expansion and Population Growth. The California 
experience, 1900-1950. Berkeley, California: University of California Press, 1954 (Lon- 
don: Cambridge University Press, 1955). 93”. Pp. 192. 26s. 


[The central theme of this monograph is the special problems of employment and unemploy- 
ment that arise in a region subject to rapid Foon 4 in population by migration. The author has 
some interesting suggestions on the mutual causal interaction of population growth and expansion of 
employment. She analyses trends in employment in California, particularly in the various 
branches of manufacturing industry, and compares the levels of incomes, wages and unemployment 
in California and the United States as a whole in the different parts of the period studied. Her 
work is thus related both to the extensive studies on labour mobility that have recently been carried 
out in the United States and to the study of fluctuations and “‘ secondary secular movements.” 
The latter, which correspond roughly to the building cycle, have been prominent in the Californian 
experience. | 


Harris (S. E.). John Maynard Keynes, Economist and Policy Maker. New York 
and London: Scribners, 1955. 84”. Pp. 234. 15s. 


[To be reviewed.] 
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Heatu (M.S.). Constructive Liberalism. The role of the state in economic develop- 
ment in Georgia to 1860. Cambridge, Mass.: Harvard University Press (London: 
Geoffrey Cumberlege), 1955. 93’. Pp. 448. 60s. 


[This is the fourth volume to be published in the series sponsored by the Committee on Research 
in Economic History dealing with the role of State governments in the economy between the 
period of the American Revolution and the Civil War. The series has broken a good deal of new 
ground. Attacking the problem at the State, rather than at the Federal, level, the authors of 
these monographs have provided us at last with a corpus of exact and particular data concerning 
the very positive and specific part played by government in economic policy during the formative 
period of American growth. The volume here noted preserves the high standard of the earlier 
volumes, although perhaps its length and detail make it somewhat less useful for the general reader, 
The story is not fundamentally different in character from that in Massachusetts and Pennsylvania, 
the two earlier seaboard studies. In each case there is a conflict between laissez-faire and a pseudo- 
mercantilist habit of government intervention in the economy. But whereas in the two earlier 
cases a strong paternalism is gradually eroded away by the assumptions of laissez-faire, in Georgia, 
which remained throughout the period overwhelmingly an agrarian State, the paternalism of the 
Trustees, who founded the Colony as an experiment in welfare, is followed by an alternation 
between Jaissez-faire and what the author calls ‘‘ constructive liberalism ’’—an alternation which 
seems to bear little relation to the business cycle and which, he hints, may have an autonomous 
social causation. By ‘‘ constructive liberalism ’”’ he means the use of the instruments of the State, 
not to buttress special privilege, but in order the better to release the productive energies of private 
men. The main part of the book is concerned with showing how land, banking and railway 
policies were directed towards this end. In particular, the building by the State of strategic rail- 
ways, one of them during the ‘‘ Great Depression ”’ of 1837-45, is shown to be an example of 
almost Schumpeterian innovation with remarkably healthy effects for private enterprise as a whole 
within the State.] 


HeckscHer (E. F.). An Economic History of Sweden. Translated by G. Ohlin, 
Cambridge, Mass.: Harvard University Press, 1954 (London: Geoffrey Cumberlege, 
1955). 83’. Pp. xiii + 308. 40s. 


[To be reviewed.] 


Hickman (B.G.). The Korean War and United States Economic Activity, 1950-1952. 
National Bureau of Economic Research, Occasional Paper No. 49. New York: National 
Bureau of Economic Research, 1955. 9”. Pp. 61. 75c. 


[This is part of a larger comparative study of business fluctuations in peace-time and war-time. 
Accordingly extensive comparisons are made between the course of events in the United States in 
1949-52 and 1939-42. The contrasts between the two periods arose partly because unemployment 
was so much higher at the beginning of the Second World War than it was in 1950 and partly 
because of the different behaviour of consumers. The peculiar feature of the economic impact of 
the Korean war on the American economy was that it was possible to increase military expenditure 
after the early stages without undue inflationary consequences, because despite the rise in incomes 
consumers’ expenditure actually declined after mid-1951 from the high level that had been reached 
durin; ~ period of heavy buying in anticipation of shortages immediately after the outbreak of 
hostilities. 


IsERMAN (T. R.). Three Taft-Hartley Issues. I. Secondary Boycotts; II. ‘* Man- 
datory ”’ Injunctions; III. Replaced Strikers’ Votes. National Economic Problems, No. 
456. New York: American Enterprise Association, 1955. 84. Pp. 32. $1.00. 

Remy (G. D.). States Rights and the Law of Labor Relations. National Economic 
Problems, No. 457. New York: American Enterprise Association, 1955. 84”. Pp. 35. 
$1.00. 

[These two pamphlets are concerned with certain controversial issues in current American 
labour legislation. The authors describe the present state of the law, and suggest some amend- 
ments that would clarify the intensions of Congress and close loop-holes which prevent them from 
being carried into effect.] 


Jounson (J. L.). Income in Kentucky. County distributions by amount, by type and 
z = Lexington, Kentucky: University of Kentucky Press, 1955. 9}. Pp. 310. 
$4.50. 
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Jounson (J. L.). The Income of Kentucky Residents by County 1953. Lexington, 
Kentucky: University of Kentucky Press, 1955. 83”. Pp. 18. 


[Following the procedures developed by the Conference on the Measurement of County Income, 
total incomes for the 120 counties of Kentucky in 1950 are estimated for this study by distributing 
the various components of State incomes in accordance with what seemed to be the most suitable 
allocators. Most of the book is concerned with a description of the allocation procedures and 
adjustments involved in this process, and the economic analysis of the results tends to be slight or 
of primarily local interest. There is considerable statistical detail, however, and the student of 
regional variations in economic growth will find some interesting material on local variations in 
average incomes or in patterns of income distribution.] 


Kenprick (M. SLapeE) assisted by WeHLE (M.). A Century and a Half of Federal 
Expenditures. National Bureau of Economic Research, Occasional Paper 48 (Revised). 
New York: National Bureau of Economic Research, 1955. 9”. Pp. 102. $1.25. 


[Expenditure by the federal government has shown an upward trend since the beginning of the 
nineteenth century, whether measured absolutely or per head or as a proportion of national income. 
This rise has occurred in a series of steps: in every war in the period, federal expenditure naturally 
rose, and although it fell after the end of the war, on each occasion it fell less oe the whole way 
back to its pre-war level. This was due largely to payments connected with the war, chiefly debt 
interest and pensions. Purely civil expenditure has risen at a more regular pace, though with a 
very great acceleration in the 1930s, this decade being the only time, apart from a brief spell in 
the 1850s, when civil expenditure has exceeded expenditure connected with war. In addition to 
analysis of these and other general trends, the author provides interesting information on some of 
the factors underlying the growth in military expenditure.] 


Lanzittotti (R. F.). The Hard-surface Floor-covering Industry. A case study of 
market structure and competition in oligopoly. Pullman, Washington: State College of 
Washington Press, 1955. 94’. Pp. vii + 204. $4.00. 


[The industry that is the subject of this monograph is an oligopoly which has been a good deal 
affected in recent years by the development of new types of floor covering in competition with 
linoleum and felt-based products. A prominent part in the development of these new products 
has been played by existing large firms whose chief interests are in lines other than floor-coverings. 
Professor Lanzillotti describes the structure of the industry and its competitive behaviour over the 
last thirty years and appraises its performance in relation to the concept of ‘“ workable com- 
petition.’ An important feature of the industry is that the chief firms produce a wide range of 
products. The author finds that for this reason, as well as for certain others, the most usual 
theoretical models of price-leadership do not fit this industry very well, though the phenomenon of 
price-leadership is undoubtedly present in some degree.] 


LAUTERBACH (A.). Man, Motives and Money. Psychological Frontiers of Economics. 
Ithaca, New York: Cornell University Press, 1954 (London: Geoffrey Cumberlege, 
1955). 93”. Pp. v + 366. 40s. 


[Reviewed in this issue.] 


Loscu (A.). The Economics of Location. Translated from the second revised edition 
by W. H. Woctom with the assistance of W. F. Stotper. New Haven, Connecticut: 
ag University Press, 1954 (London: Geoffrey Cumberlege, 1955). 94”. Pp. vii + 520. 

Is. 


[To be reviewed. ] 


Parnes (H. S.). Research on Labor Mobility. An appraisal of research findings in 
the United States. Social Science Research Council, Bulletin No. 65. New York: Social 
Science Research Council, 1954. 9”. Pp.v + 205. $1.75. 


[This interesting and lucid conspectus of research so far done in the United States into labour 
mobility is likely to be useful not merely as an outline for the student but also as the means of 
facilitating further work. After an admirably clear chapter on concepts and methods, the author 
divides his account under three main heads: the extent and character of mobility; its determinants ; 
and the relation of the findings summarised to theoretical assumptions and doctrines about labour 
allocation. Mobility is understood in the sense relevant to labour supply. No attempt is made 
to include in the survey work on mobility between social classes or on long-run changes in the 
occupational distribution of the population.] 
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The Political Economy of American Foreign Policy, Its Concepts, Strategy and Limits, 
Report of a study group sponsored by the Woodrow Wilson Foundation and the National 
Planning Association, under the Chairmanship of W. Y. Extiorr. New York: Henry 
Holt, 1955. 8”. Pp. 414. $6.00. 

[This report is divided into two parts. The first, entitled Diagnosis, contains a far-ranging and 
well-informed general survey of the present state and prospects of the economies of Western Europe, 
Japan and the underdeveloped countries, with special but not exclusive reference to their externa] 
relations, The second part—Prescription—discusses problems of American foreign economic 
policy in the light of the description and analysis contained in the first part of the book. The 
general standpoint adopted may be broadly described as that of the liberal wing of American 
business opinion. The title given to the report was chosen in order to emphasise the impossibility 
of separating economic objectives from broader political and diplomatic ones in American foreign 
policy, This theme is emphasised throughout the report.] 


Reckx (D.). Government Purchasing and Competition. Berkeley, California: 
University of California Press, 1954 (London: Cambridge University Press, 1955). 94”, 
Pp. 215. 30s. 

[This systematic study of sages en buying policy in various types of market is designed to 
cast light on the buying problems of other large organisations as well. The author’s assessment 
of government buying policy in the United States is on the whole not unfavourable. One notable 
finding concerns the success that has attended the use by the federal government of the sealed-bid 
system in its full rigour, When used by private buyers, this system is most often modified in some 
respects—for example by seeking offers from a limited number of suppliers only. The experience 
of the federal government suggests that these modifications may prevent full advantage being taken 
of competition between suppliers.] 


Short-term Economic Forecasting. Studies in Income and Wealth, Volume 17, by 
the Conference on Research in Income and Wealth. Princeton, New Jersey: Princeton 
University Press, for the National Bureau of Economic Research (London: Geoffrey 
Cumberlege), 1955. 93’. Pp. 506. 60s. 


[To be reviewed.] 


Smiruigs (A.). The Budgetary Process in the United States. A research study for 
the Committee for Economic Development. New York and London: McGraw Hill, 
1955. 94”. Pp. vii + 486. $6.50. 


[To be reviewed.] 


STanKiEwicz (W. J.) and Monrtias (J. M.). Institutional Changes in the Postwar 
Economy of Poland. New York: Mid-European Studies Center, 1955. 9’. Pp. 125, 
$1.00. 

[The authors describe the nature and timing of the changes that have taken place in economic 
organisation in Poland since the war. They discuss the management of state enterprises, the 
financial system, price and wage policy, and the approach adopted to general problems of planning. 
They argue that many of the policies that have been followed can be understood only as the result 
of compromises between partially inconsistent political and economic objectives. Some of the 
institutional changes that Sere been brought about appear quite clearly to have militated against 
economic efficiency, even if economic efficiency is defined on the basis of the priorities laid down by 
the communist authorities. The authors do not attempt to conceal their hostility to the regime, 
but their essay is a well-documented and thoughtful one, written in a temperate tone.] 


Witcox (C.). Public Policies Toward Business. Homewood, Illinois: Richard D. 
Irwin, 1955. 93’. Pp. ix + 898. $6.50. 


[To be reviewed.] 


Wituiams (J. D.). The Compleat Strategyst. Being a primer on the theory of games 
of strategy. A RAND Corporation research study. New York and London: McGraw 
Hill, 1954. 94’. Pp. vii + 234. 38s. 


[To be reviewed.] 


WINDMULLER (J. P.). American Labor and the International Labor Movement, 1940- 
1953. Ithaca, New York: Institute of International Industrial and Labor Relations, 
Cornell University, 1954. 9”. Pp. x + 243. $3.00. 

[This monograph is an expanded version of a Cornell University doctoral dissertation. Its 
subject is the relation between the two American labour organisations and international trade union 
federations—the World Federation of Trade Unions and, since the cleavage in the latter, the 
International Confederation of Free Trade Unions.] 
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RECENT PERIODICALS AND NEW BOOKS 


French 


MarcuHat (J.). Deux Essais sur le Marxisme. Paris: Librairie de Médicis, 1955. 
74”. Pp. 261. 750 frs. 


[To be reviewed.] 
Belgian 


INTERNATIONAL Economic AssociATIon. Economic Progress. Papers and proceedings 
of a conference held in September 1953, edited by L. H. Dupriez with the assistance of 
D. C. Hague. Louvain: Institut de Recherches Economiques et Sociales, 1955. 94”. 
Pp. 574. 43s. 


[To be reviewed.] 


German 


Hampet (G.). Die Bedeutung der Sozialpolitik fiir die Europaische Integration. 
Kiel: Institut fiir Weltwirtschaft an der Universitat Kiel, 1955. 93’. Pp. 169. 
DM. 13. 

[This is a survey of the social-security provisions of the twelve Western European countries 
(excluding Spain) with some remarks on their possible integration into an international system.] 


Mietu (W.). Das Akzelerationsprinzip. Berlin: Duncker & Humblot, 1955. 9”. 
Pp. 118. DM. 8.80. 


[This booklet gives an elementary account of the acceleration principle of investment.] 


STAMER (H.). Die wirtschaftlichen Auswirkungen der landlichen Siediung. Unter- 
suchungen tiber Produktivitat und Rentabilitat der Agrarreform in Schleswig-Holstein. 
Kiel: Institut fiir Weltwirtschaft an der Universitat Kiel, 1955. 93”. Pp. 151. DM. 12. 


[This is an extensive empirical study of the economics of farming in Schleswig-Holstein based on 
the experience of over a hundred farms established for varying periods of times. The productivity 
of labour, etc., is compared between large and small farms, and old and new farms. A general 
conclusion drawn by the author from these studies is that economic considerations alone are not 
sufficient to induce more people to live by the land.] 


Swiss 


MENICONI (). Theorie des Einkommens. Zurich: Polygraphischer, 1954. 97. 
Pp. 328. Fr. 19.60. 


{Despite its rather general title—The Theory of Income—this book deals with only a narrow 
sector of this field; namely, some formal aspects of the meaning and measurement of income 
within the framework of a double-entry accounting system.] 


Fritscu (B.). Die Geld- und Kredittheorie von Karl Marx. Eine Darstellung und 
kritische Wiirdigung. Zurich: Polygraphischer, 1954. 9’. Pp. 183. Fr. 16.65. 


[Dr. Fritsch has worked hard—and, on the whole, successfully—to separate Marx’s economic 
theory of money and credit from the philosophical and political views that go with it; he presents 
here a good account of the former.] 


Dutch 


TINBERGEN (J.). International Economic Integration. Second, completely revised, 
edition of International Economic Co-operation. Amsterdam: Elsevier (London: 
Cleaver-Hume Press), 1954. 8}. Pp. 191. 


[Professor Tinbergen’s International Economic Co-operation was reviewed in the Economic JOURNAL 
of September 1946, p. 459, by G. D, A. MacDougall. The present version has been thoroughly 
rewritten to keep abreast with developments in thinking as well as in events. The alteration in 
the title may perhaps be taken to reflect a yp meee y in the internationalist convictions of the 
author that characterised the former version of the book.] 
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Egyptian 


WaRRINER (D.). Land Reform and Economic Development. National Bank of 
Egypt Fiftieth Anniversary Commemoration Lectures. Cairo: National Bank of Egypt, 
1955. 94’. Pp. 42. 


[This is an extremely stimulating and interesting set of lectures. The central theme is the 
relation between land reform (in the sense of breaking up large estates, whether let to tenants or 
farmed directly), which is generally agreed to be desirable in backward countries on social grounds, 
and economic progress, as measured chiefly by the volume of agricultural and industrial production, 
The lesson of history is ambiguous, since countries have differed greatly in the extent and nature 
of changes in agrarian institutions that have accompanied industrialisation. But many of the 
economic arguments that have been brought against land reform are erroneous. The existence of 
large estates creates no presumption that they foster agricultural efficiency, since large estates in 
backward countries are not usually the result of any sort of evolutionary competitive process, and 
economies of scale are as a rule non-existent or at least not exploited. Analogies to countries like 
Great Britain are misleading, since the whole relationship between landlord and tenant (or landlord 
and labourer) is quite different in countries where there are virtually no opportunities for non- 
agricultural employment of labour and only restricted opportunities for investing money save in 
land. Where land is redistributed, however, some degree of guidance, at least, to the new pro- 
prietors is essential if productivity is to be raised or even prevented from falling. The author draws 
a contrast between the communist solution to this problem—collectivisation—and the American 
system based on very extensive advice and other assistance to farmers from the state (in the shape, 
in the United States, of the Department of Agriculture). Miss Warriner illustrates these and other 
points in her lectures from her impressive knowledge of peasant farming in Europe, Asia and Latin 
America. It is to be hoped that her contribution may lead economists to pay more attention to 
problems of land tenure that they have too often dismissed as institutional and outside their scope.] 


Official 
BRITISH 


Hatt (H. D.). North American Supply. History of the Second World War, United 
Kingdom Civil Series, edited by Sir Keith Hancock. London: H.M. Stationery Office 
and Longmans, 1955. 10”. Pp. xi +559. 35s. 


[To be reviewed.] 


The National Income and Social Accounts of Northern Rhodesia, 1945-1953. Salis- 
bury, Southern Rhodesia: Central African Statistical Office, 1954. 13’. Pp. 70. 


[This second official report in its series presents a system of accounts set up in accordance with 
the principles suggested by the United Nations. The estimates continue to be restricted to the 
European sector of the economy although there is a reliable estimate of the wages and salaries paid 
to Africans working in the European sector and a very rough estimate (margin of error assessed at 
25%) of other African cash incomes. African subsistence incomes are represented by the addition 
of a nominal unvarying figure for each year of a period during which the consumer prices index 
increased five-fold. ] 


INTERNATIONAL 


INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT. ‘The Economic Develop- 
ment of Ceylon. Report of a mission organised by the Bank at the request of the Govern- 
ment of Ceylon. Baltimore: Johns Hopkins University Press (London: Geoffrey Cumber- 
lege), 1953. Pp. v + 829. 60s. 


[This is the report of a mission which visited Ceylon, at the request of the Government of the 
country, at the end of 1951. The mission was headed by Sir Sydney Caine, and it has presented its 
report in two parts. The first ‘‘ reviews the basic problems of Ceylon’s economy” and puts 
forward outline proposals for a development programme; the second discusses in greater detail 
the problems of specific fields of developments, such as foreign trade, banking and public finance, 
agriculture, peasant colonisation and industrialisation. The primary aim of the mission was to 
advise the Ceylon Government; and its practical recommendations are conveniently summari 
in Chapter 7, at the end of Part I of the report. But the report is also a valuable source of factual 
information, as much for repeatedly drawing attention to the need for research into basic data 
(such as water resources, surface and underground) as for the known data which it presents. It 
also provides useful examples for those interested in the general problem of underdevelo 
economies. Ceylon is, it is true, hardly typical of these, if only because of its relatively high living 
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standards and capital resources per capita (in each case measured by Asian yardsticks), because of 
its exemplary political stability, and because of the great importance of commerce in its economy. 
But it has the characteristic features of a dual economy, of extreme dependence on the export of a 
few primary commodities, of a small internal market, and of a recent runaway increase in population. 
There are one or two contradictions of recommendations; for example, the expert on co-operatives 
wants ‘‘a gradual transfer of the least well-endowed peasants to colonization areas”’ (p. 204), 
whereas his colleague writing specifically on colonisation believes that “‘ the present policy of 
drawing colonists almost exclusively from the landless class may be mistaken ”’ (p. 391). This last 
statement is typical, moreover, of the second major deficiency, which is an insufficient appreciation 
of the nature and attitudes of the society with which the report is dealing; this relative neglect of 
the human factor contrasts with an excellent and usually correct grasp of the physical factors 
affecting economic development. It is true that there are sound appraisals of such phenomena as 
attitudes to investment (p. 106) and to education (p. 769); but the example quoted is typical of a 
number which reveal a failure to appreciate that one is dealing with an Asian society with values 
ofits own; so that, for example, the desire for land is as much a social as an economic phenomenon, 
and to deny land to the landless would not ony be to fly in the face of popular feeling but to draw 
down disaster on a popularly-elected Government. The mission, in fact, seems to shirk a funda- 
mental issue which faces Ceylon and many Asian countries to-day: the achievement of a new 
synthesis which shall at the same time preserve as far as possible what is good and rewarding in 
the old values and produce a society which is viable under changed economic, demographic and 
political cuntiiene.4 


INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT. The Economic 
Development of Nigeria. Report of a mission organised by the Bank at the request of 
the Governments of Nigeria and the United Kingdom. Baltimore, Maryland: Johns 
Hopkins Press (London: Geoffrey Cumberlege), 1955. 93”. Pp. 686. 60s. 


[To be reviewed.] 


INTERNATIONAL LaAsouR Oprrice. Administrative Practice of Social Insurance. 
Geneva: International Labour Office, 1955. 93’. Pp. 86. 6s. 


[This describes the various administrative procedures that are used for registering insured 
persons and employers, collecting contributions, checking qualifications for benefits and keeping 
records and statistics. The emphasis is on a comparative statement of methods adopted for 
carrying out each of these parts of a social-insurance programme, and no attempt is made to give 
a systematic account of practice in individual countries.] 


ORGANISATION FOR EUROPEAN Economic CO-OPERATION. Industrial Censuses in the 
United States. Technical Assistance Mission, No. 77. Paris: O.E.E.C., 1955. 94”. 
Pp. 143. 10s. 


[This is the report of a mission undertaken by twenty-two statisticians from O.E.E.C. countries, 
who visited the United States in 1951 to study industrial censuses in that country. It describes 
the uses of industrial census data in the United States and the federal government’s programme for 
the collection and publication of industrial statistics. Certain particular problems of organisation 
and census practice are also discussed. One of the chief purposes of the mission was to cast light 
on problems of census taking in O.E.E.C. countries, and the report accordingly contains a number 
of suggestions and recommendations based on American experience. ] 


ORGANISATION FOR EuRoPEAN Economic Co-operATION. The Measurement of Agri- 
rr Production and Food Consumption. Paris: O.E.E.C.; 1955. 93”. Pp. 24. 
Se 


[The purpose of this paper is to classify the different types of indices of agricultural production 
and food consumption that are in use and to indicate by means of a series of analytical tables the 
statistical data necessary for the construction of each. It is hoped that it will serve to promote 
greater comparability between the indices prepared in different countries. ] 


ORGANISATION FOR EurRopEAN Economic Co-operation. Sixth Report. From 
Recovery towards Economic Strength. Paris: O.E.E.C., 1955. 94”. Pp. 258. 6s. 


[This is a general survey of recent economic developments in the O.E.E.C. countries and their 
current problems. Particular attention is given to productivity and to external trade and payments. 
As compared with the annual economic surveys that are produced by other agencies, that of the 
O.E.E.C. gives rather more emphasis to questions of present and future policy.] 
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Unitep Nations. Demographic Yearbook 1954. New York: United Nations 
Statistical Office, 1955. 114”. Pp. 729. 45s. 

[The principle on which this year book is compiled is that each issue should give particularly 
full information on one class of demographic statistics. This year special tables are presented on 
natality. Certain other new features are also introduced, making the volume the stoutest in the 
oa date. A bibliography is included to bring up to date that published in the previous 
issue. 


UnitEep Nations. Foreign Capital in Latin America. New York: United Nations, 
1955. 11’. Pp. 164. 12s. 6d. 

[The greater part of this report is occupied by studies of the part ores by foreign capital in 
each of the countries of Latin America taken individually. The first and more general part 
contains an informative historical chapter on the growth of foreign investment in Latin America 
and a survey of governmental policies towards foreign capital.] 


Unttep Nations. Review of International Commodity Problems, 1954. Prepared by 
the Interim Co-ordinating Committee for International Commodity Arrangements. New 
York: United Nations, 1955. 11”. Pp. 42. 3s. 

[This report describes recent inter-governmental action regarding commodities for which 
formal or other arrangements for international co-operation exist. Appendices deal more 
generally with the world situation in respect of the four commodities wheat, sugar, tin and coffee. 
The present report is complementary to the Survey of Primary Commodity Markets prepared by the 
Commission on International Commodity Trade, a new agency of the United Nations which now 
carries out some of the functions formerly discharged by the Committee.] 


Unitep Nations. A Study of the Iron and Steel Industry in Latin America. Volume 
I: Report on the meeting of the Expert Working Group held at Bogota. Sponsored by 
the Secretariat of the Economic Commission for Latin America and the Technical Assistance 
Administration. New York: United Nations, 1955. 11”. Pp. 123. Qs. 


[The scope of this comprehensive survey is partly technical and partly economic. Chapters 
are included on the factors affecting the consumption of iron and steel in Latin America the 
cost of production, and special treatment is given to the influence of locational factors and of the 
size of the market. The arrangement is by topics rather than countries, but extensive statistical 
and other particulars on the position of the industry in the several countries of the region are gi 
throughout the text. Volume II will contain the working papers submitted by the individual 
experts at the meeting, together with a summary of the discussions of them.] 


Unrtep Nations. Survey of World Iron Ore Resources. Occurrence, Appraisal and 
Use. Report of a Committee of Experts appointed by the Secrctary-General. New 
York: United Nations, 1955. 11”. Pp. 345. 25s. 

[This contains a general report of some forty pages, followed by a series of technical papers con- 
tributed by individual experts. ‘These papers include special regional surveys which occupy about 
half the volume.] 
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The Theory 


of Economic Growth 
W. ARTHUR LEWIS 


An authoritative survey of the causes of economic growth, its 
effects and the means by which it may be stimulated in the under- 
developed countries. The author has had much practical experi- 
ence on these problems, having served on field investigations in 
the West Indies, West Africa and South East Asia. About 30s. 


Western Germany : 


From Defeat to Rearmament 
ALFRED GROSSER 


In less than a decade Western Germany has travelled from total 
collapse to resumed sovereignty. Alfred Grosser gives the first 
connected account of these events. The analysis of the problem 
of war guilt, and the various policies pursued by the occupying 
powers is followed by a study of Western Germany’s economic 
revival and a well-informed account of the refugee problem, the 
trade union movement, contemporary political problems, and 
Franco-German relations since 1945. 18s. 


The Role of the Economist 
as Official Adviser 


W. A. JOHR and H. W. SINGER 


There has been a phenomenal growth in the recent past in the 
number of economists engaged by government departments as 
well as international organizations of various kinds. Their work 
is often anonymous, but it is none the less of great importance 
in influencing events and decisions by parliaments and inter- 
national bodies. The present book, in describing the problems 
which economists as official advisers encounter and the way in 
which they tackle them, will help the average citizen to understand 
better the nature of the various problems of economic policy and 
the functioning of the organizations concerned, and to appreciate 
better the nature of the reports emanating from these organiz- 
ations. About 10s. 6d. 


GEORGE ALLEN & UNWIN LTD. 
40 Museum Street, London, W.C.1 


























ROYAL STATISTICAL SOCIETY 


The journal of the Royal Statistical Society is published in two series: Sertes A (GENERAL), four times a year 
155. each part, annual subscription £3 15s. post free; Serres B (METHODOLOGICAL), two issues a year, 22s. 6d. 
each part, annual subscription 45s. 6d. post free. 
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The Place of the Economist in Government < . ° e ° ° e Sir Rosert Hari 
Schumpeter’s History of Economic Analysis » ‘ . ; ‘ e G. B. RicHARDsON 
The Foundations of Revealed Preference Theory ° ° ° e ° P ° P. NEwMAN 
Concerning Marginal Utility . P ° ° ° ° . . W. E. ARMstronc 
The Terms of Trade and the National Sines —— ° rn : ° . J. R. Parkinson 
Multiple-Company Mergers and the Theory of the Firm . . ° ‘ D. ScHWARTZMAN 


Oxford Economic Papers became a periodical in 1949, and is now published three times a year. The pre-paid subscription 
price is 255., post free, and the price of a single copy 12s. net 
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